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SUMMARY 


This Final Report of the Tax Measures Review Com- 
mittee presents the results of a second survey of a broad 
cross-section of the manufacturing and processing firms in 
Canada, and estimates based on that survey of the eco- 
nomic impact of the 1972 corporate tax measures. Prelimi- 
nary estimates were presented in an Interim Report in 
March, 1974. The tax measures, proposed in the budget 
speech of May, 1972, consisted of a reduced income tax 
rate for manufacturing and processing firms and a two-year 
capital cost allowance on manufacturing and processing 
machinery and equipment acquired between May 9, 1972 
and December 31, 1974. In the most recent budget of 
November 18, 1974, the two-year capital cost allowance 
was extended indefinitely. Data for this report, however, 
was collected at a time when it was assumed that the capital 
cost allowance would expire at the end of 1974 and to this 
extent the report may understate the effects of the mea- 
sures in 1975 and later years. 


In line with the approach taken in the Interim Report, 
a sample of 1,014 firms was selected for the final survey by 
means of the Probability Proportional to Size (PPS) sam- 
pling technique. Questionnaires requesting detailed infor- 
mation on the impact of the tax measures were mailed to 
each of these firms and interviews were held with some 300 
of the respondent firms. Replies were received from 683 
firms, or 67 per cent of the sample, providing information 
on 1,288 companies, as some questionnaires were com- 
pleted by parent firms which also reported for their subsid- 
iaries. 


The quantitative information from these question- 
naires was compiled to form the material presented in the 
Survey Results section of the report. Firms also provided 
extensive qualitative information in the form of written 
comments on the questionnaires and opinions expressed 
during interviews, and this information is presented in 


Appendix 2. 


Close to 83 per cent of the respondents anticipated 
that the tax measures would have some positive impact on 
their operations. More specifically, almost 80 per cent 
expected an improved competitive position, with a some- 
what stronger impact occurring beyond 1975 than in the 
1972-75 period. The most commonly cited reasons for this 


improvement were that the measures would permit an 
increase in investment, permit price restraint leading to 
increased sales, and improve overall financial strength. 


Increased investment expenditures as a result of the 
tax measures were anticipated by 47 per cent of the respon- 
dents, with 56 per cent of those reporting such an effect 
indicating that this increase would result in expansion of 
capacity in present product lines. Nearly 39 per cent of the 
respondents expected to increase their employment as a 
result of the tax measures; these respondents also estimated 
that as a result of the tax measures 17 per cent of this 
increase would occur in Canada rather than in foreign coun- 
tries. With respect to the sales plans of reporting firms, 35 
per cent of the respondents expected to increase their sales 
as a result of the measures. An analysis of investment, 
employment and sales attributable to the measures indi- 
cated that, on average, the tax measures were expected to 
have a relatively greater impact on smaller and medium-size 
firms. 


The survey also suggested that for 60 per cent of the 
sample the tax measures would have a positive impact on 
their industry’s ability to reduce or moderate price 
increases. The most common reason given was that the tax 
measures would enable them partially to offset rising costs. 
About 35 per cent of the respondents expected a decreased 
need for external funds, while 42 per cent expected that 
their ability to secure funds external to their operations 
would be enhanced as a result of the tax measures. 


Approximately 56 per cent of respondents expected 
no change in the average annual distribution of earnings to 
shareholders compared with the previous five-year period; 
the remainder were almost evenly divided between those 
anticipating an increase in their distribution of earnings and 
those anticipating a decrease. 


- An estimate of the direct impact of the tax measures 
on the entire manufacturing and processing sector was 
obtained by projecting the sample results by means of a 
weighting index based on the size of each firm. The direct 
impact on investment in the manufacturing and processing 
sector over the period 1972-75 was estimated to be an 
increase of almost $2 billion for expenditures on machinery 


and equipment, with an additional investment of somewhat 
less than $600 million in buildings and structures. Total 
investment directly attributable to the tax measures was 
accordingly rather more than $2.5 billion for the four-year 
period. Additional employment created during these years 
was estimated at close to 73,000 with the strongest impact 
occurring in 1974 and 1975. Domestic sales attributable to 
the tax measures were expected to total more than $3.1 
billion for the period 1972-75, while export sales attribut- 
able to the measures were estimated at more than $1.6 
billion for the same period, for a total in additional sales by 
the manufacturing and processing sector over the four-year 
period of about $4.8 billion. 


The estimates of the impact of the tax measures on 
the manufacturing and processing sector as a result of the 
tax measures were also compared with those in the Com- 
mittee’s Interim Report. Differences were, of course, to be 
expected, in view of changes in the general economic 
climate, and in the many factors entering into business 
expectations and business confidence, all of which neces- 
sarily affect the response of individual firms to particular 
tax changes. Another factor was the apparent difficulty in 
at least some cases in realizing investment intentions 
reported in the earlier survey because of capacity con- 
straints and a shortage of industrial materials in 1973 and 
early 1974. This resulted in a postponement of some invest- 
ments into late 1974 and 1975, and could be expected to 
cause lower than anticipated output, sales and employment 
during the period. Generally, however, the results of the 
two surveys were consistent, in that a strong and fairly 
widespread response to the tax measures was reported in 
both cases. 


The overall impact of the tax measures on the econ- 
omy was also examined. As a result of secondary effects, 
both on the manufacturing sector and other sectors of the 
economy, the total increase in investment, employment and 
sales can be expected to be somewhat greater than the 
direct effects on the manufacturing and processing sector. 
To gain a broad indication of the possible order of magni- 
tude of these secondary effects, use was made of the Bank 
of Canada’s RDX2 econometric model in conjunction with 
the survey results. 


This analysis suggested that, in approximate terms, 
total investment effects over the 1972-75 period might be 
about one and one-half times the direct effects for the 
manufacturing and processing sector. The total level of 
annual investment in the economy in real terms might, by 
the final year of the period, be perhaps 10 per cent higher 
than it would otherwise have been. Real output and 
employment were expected to increase gradually over the 
period, and in 1975 might be respectively one and one- 
quarter per cent and one per cent more than might other- 
wise have been the case. 
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Beyond 1972-75, the survey results suggested that the 
tax measures would continue to have a positive impact. A 
number of respondents referred to future projects now in 
the planning stage which would be influenced by the tax 
measures. Respondents also indicated a continuing effect 
after 1975 in terms of attracting to Canada investment and 
employment which would otherwise be expected to take 
place in foreign countries. Finally, they considered that the 
impact of the tax measures on their competitive position 
would continue and would be somewhat stronger after 
1975 than before. 


In summary, the results of the survey tended to 
suggest a significant longer-term improvement in the rela- 
tive position of the manufacturing and processing sector in 
both domestic and foreign markets. 


INTRODUCTION 


In his budget speech of May 8, 1972, the Minister of 
Finance proposed two fiscal measures designed to strength- 
en the position of Canadian manufacturing and processing 
companies. These measures consisted of: 


(a) a two-year capital cost allowance on machinery 
and equipment used in manufacturing and 
processing; and 


(b) reduced rates of corporate income tax for the 
manufacturing and processing sector. 


In statements to the House of Commons on February 
19 and May 29, 1973, the Minister stated that the govern- 
ment intended to establish a reporting and review proce- 
dure to assess the effects of the tax measures. He proposed 
that two reports be prepared on the basis of information 
gathered by surveys of more than 1,000 individual com- 
panies and supplemented by in-depth interviews with a 
smaller number of companies. The first of these reports, 
which provided Members of Parliament with an early assess- 
ment of the impact of the tax measures, was tabled in the 
House of Commons on March 29, 1974. The present study 
is the final report in accordance with the Minister’s under- 
taking. 


When the corporate tax measures were implemented 
in the summer of 1973, the two-year capital cost allowance 
on manufacturing and processing machinery and equipment 
was scheduled to expire at the end of 1974. In the budget 
of November 18, 1974, the Minister of Finance announced 
that the two-year capital cost allowance was to be extended 
indefinitely. The present report is based on information 
collected prior to the November 18 budget speech, and 
hence on the assumption by firms that the two-year write- 
off would expire at the end of 1974. To this extent, there- 
fore, the current report may understate the effects of the 
measures in 1975 and later years. 


The economic climate at the time of both the interim 
and final Corporate Tax Measures survey was generally 
favourable, but there was nevertheless a considerable shift 
in business prospects between these two periods. The 


responses to the interim survey (questionnaires mailed in 
August, 1973) were provided in the context of a strong 
current economic environment and general expectations 
that these favourable conditions would continue. The final 
survey (questionnaires mailed in July, 1974) was conducted 
in the aftermath of world petroleum price increases and the 
consequent expectations of balance of payments difficulties 
for many countries, and in the context of growing evidence 
of a slowdown in the U.S. economy. 


When the interim survey was conducted in 1973, 
current economic conditions, of which the tax measures 
were a part, were particularly strong. Manufacturing out- 
put, and consequently capacity utilization, increased 
rapidly in the last quarter of 1972 and early 1973. This 
combined with buoyant profits to produce a major recov- 
ery in investment expenditures. The cyclical expansion was 
evolving in a fairly normal pattern, with business investment 
expenditures tending to provide a larger share of the growth 
in final demand. Manufacturing was providing a larger share 
of both output and employment growth, and tightening 
Capacity limits were helping to encourage the necessary 
investments to expand capacity in order to meet expected 
increases in sales. 


Prospects had, however, changed somewhat by the 
time of the final survey. There had been a strong surge in 
growth toward the end of 1973; manufacturing output had 
reached a peak early in 1974 and declined steadily from 
March onward. From the point of view of expectations, by 
the time of the final survey uncertainty was being generated 
both by the energy crisis and by initial reports of a sharp 
slowdown in the U.S. economy. The picture was further 
complicated by difficulties in separating the shock effects 
of the petroleum price increases from the evidence of a 
cyclical decline in growth. As seems fairly clear now, there 
were widespread signs of a cyclical slowdown, including 
high interest rates and reduced corporate liquidity asso- 
ciated with rapid inventory accumulation. One particular 
aspect of this cyclical change in 1974 was a reduced rate of 
growth in expenditures on durable goods, and in this con- 
text, some easing of manufacturers sales and related 
employment projections was to be expected. 
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BACKGROUND TO THE MEASURES 


The corporate tax measures were designed to provide 
a substantial incentive to improve the competitive position 
of Canada’s manufacturing and processing sector. At the 
time the measures were first introduced, the Canadian 
economy was recovering from the 1969-70 slowdown in 
economic activity, but was still operating at a level short of 
full capacity. Of particular concern was the relatively low 
rate of growth of the Canadian manufacturing sector as 
described in the 1972 Economic Review published by the 
Department of Finance: 


‘“,. The manufacturing sector in the period up 
to 1966 was characterized by a strong growth 
of real investment and substantial new job crea- 
tion and output growth... .In the period since 
1966, real investment in manufacturing has not 
grown on average and the rate of new job crea- 
tion has been substantially reduced.” 


The 1972 Review added that 


“To sum up, the more rapid rate of growth of 
the economy in the last quarter of 1970 and 
through 1971 can be seen in a pickup in activ- 
ity of the manufacturing sector, primarily as a 
consequence of the growing strength of domes- 
tic demand. Nonetheless, in the perspective of 
the past decade, recent changes in the level of 
activity in the manufacturing sector appear rela- 
tively low. Whereas in the period from 1961 to 
1966 new job creation in manufacturing 
accounted for 26.6 per cent of total new 
employment, in the period after 1967 the 
manufacturing sector share of new jobs drop- 
ped to 5.5 per cent.” 


The general importance of the manufacturing sector 
to the Canadian economy was summarized in the budget 
speech of May, 1972 as follows: 


“The manufacturing sector is of crucial impor- 
tance to our economy. We depend on it to pro- 
vide a growing number of productive, interest- 
ing and well-paying jobs for Canadians in the 
urban centres where they want to live and 
work. We rely on it to keep us in the forefront 
of technological advances. It is important to the 
development of a balanced and stable economy, 
One that is not excessively exposed to the sharp 
swings that take place from time to time in 
demand abroad for raw materials. It is impor- 
tant, too, because of the support it provides to 
the other major sectors of the economy.”’ 


The Interim Report noted that the corporate tax 
measures were introduced against a background of fiscal 
incentives which had been adopted by a number of other 
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countries to encourage the expansion and modernization of 
their manufacturing and processing sectors. For example, 
most of the OECD countries provided for various degrees of 
accelerated depreciation, in some cases up to 100 per cent, 
for the cost of new equipment. Several countries also 
offered investment reserves in which a certain percentage of 
annual taxable income could be placed in a reserve to be 
used within a specified time to acquire new depreciable 
assets. In addition to accelerated depreciation, Germany, 
the United Kingdom, Ireland, the Netherlands and Spain 
provided cash grants as an incentive in certain specified 
cases. Japan, a close competitor for Canadian industry, had 
a variety of incentives for manufacturing and processing 
industries. 


In December, 1971, the United States Congress 
approved tax legislation under which U.S. exporters could 
obtain reduced tax rates on export operations through the 
establishment of Domestic Industrial Sales Corporations 
(DISCs). Under the DISC legislation, a company could 
defer indefinitely the payment of income tax on up to one 
half the profits from export sales by reinvesting these pro- 
fits in export-related assets. The DISC legislation posed 
three potential threats to the Canadian economy — 
increased competition from U.S. exporters in Canadian 
markets, increased competition in third country markets, 
and increased incentives for new capital investment and the 
accompanying new employment opportunities to be 
located in the United States rather than in Canada. 


At the same time, other measures were introduced in 
the United States to provide a tax credit of up to 7 per cent 
on investment in machinery, and to allow taxpayers to 
increase by 20 per cent the rate at which depreciation on 
assets could be claimed for tax purposes. 


The DISC legislation reduced the U.S. federal tax rate 
on income in respect of export sales from 48 per cent to 
between 25 per cent and 36 per cent, depending on the tax 
calculation formula adopted by firms under the DISC 
scheme. At that time, the basic Canadian federal tax rate 
before adjustment for provincial tax rates was 50 per cent. 
As provincial and state taxes would tend to offset each 
other in a comparison, this left Canadian industry with a 
tax disadvantage of at least 14 percentage points. 


The second annual report on DISC! stated that 
exports of DISC firms increased by 32.6 per cent between 
July 1972 and June 1973, compared with an increase in 
total U.S. exports of comparable products of 23.4 per cent 
over the same period. In addition, the report notes that the 
number of DISC firms increased from 3,439 in 1972 to 
7,300 by February, 1975. 


1 7973 Annual Report, The Operation and Effect of the 
Domestic International Sales Corporation Legislation 
U.S. Department of the Treasury, April, 1975. 


Two quite recent developments in the use of fiscal 
incentives to encourage investment seem worth noting here. 
On March 29 of this year, President Ford signed into law a 
comprehensive tax reduction bill (Tax Reduction Act of 
1975) which provided, among other tax incentives, an 
increase in the investment tax credit from 7 per cent to 10 
per cent for 1975 and 1976. In December, 1974, the gov- 
ernment of the Federal Republic of Germany introduced, 
as part of a broader reflation program, a 7.5 per cent tax 
credit for industrial investment committed between Decem- 
ber 1, 1974 and July 1, 1975, if paid for before July 1, 
1976 and delivered before July 1, 1977. Another part of 
the program introduced an immediate write-off for tax pur- 
poses on smaller capital equipment items purchased 
between December 1, 1974 and July 1, 1975. 


THE TAX MEASURES 


Effective January 1, 1973, the Canadian tax measures 
reduced the then prevailing tax rate on general manufactur- 
ing and processing income from 49 per cent to 40 per cent, 
and on small business manufacturing and processing income 
from 25 per cent to 20 per cent. For manufacturing and 
processing machinery or equipment acquired between May 
9, 1972 and December 31, 1974, a two-year capital cost 
write-off was provided in place of the general 20 per cent 
rate on the declining balance. As previously noted, the sub- 
sequent extension of this latter measure beyond the end of 
1974 took place after the information for this report was 
collected, and is therefore not reflected in the results 
reported here. 


While the tax measures were first introduced in May, 
1972, they did not become law until the summer of 1973. 
Legislation to implement the reduced rate of corporate 
taxation was introduced in the House of Commons in June, 
1972, but the legislation received only first reading prior to 
the dissolution of Parliament in September of that year. 
New legislation was put forward in the spring of 1973. This 
was passed by the House of Commons in July, 1973 and 
received Royal Assent later in the same month. Amend- 
ments to the Income Tax Regulations defining manufactur- 
ing and processing profits eligible for the reduced rate of 
taxation were effected by Order in Council on August 29, 
1973. 


Amended regulations defining the application of the 
accelerated capital cost allowance were outlined in a sepa- 
rate Order in Council on July 31, 1973. 


REPORTING AND REVIEW PROCEDURE 


Information for this report was obtained by a survey 
of a large number of manufacturing and processing firms. A 
detailed questionnaire was mailed to more than 1,000 firms 
and supplemented by in-depth interviews with nearly 300 
of these firms. The survey was supervised by an interdepart- 
mental committee of officials from the Departments of 


Consumer and Corporate Affairs, Finance, Industry, Trade 
and Commerce, and Regional Economic Expansion, and 
from Statistics Canada. 


The questionnaire (see Appendix 1) was designed by 
the interdepartmental committee, and every effort was 
made to phrase questions as objectively as possible. While 
the questionnaire was similar to that used for the interim 
survey, some changes and additions were made. One im- 
provement was the standardization of requests for assess- 
ment of the impact of the tax measures on sales, invest- 
ment, and employment plans. Additional information 
requested for this Final Report includes an assessment of 
the impact of the measures on firms’ leasing activities and 
an estimate of their ability to exercise price restraint as a 
result of the measures. 


To permit estimates of the impact of the measures on 
the total manufacturing and processing sector to be derived 
from sample results, a sampling procedure known as Proba- 
bility Proportional to Size (PPS) was adopted. Using this 
procedure, a sample was selected from the list of corpora- 
tions in the manufacturing and processing sector which 
filed tax returns for the 1971 tax year. Each was assigned a 
weighting index constructed from a composite of sales, 
assets, profits, equity and taxable income. This weight was 
incorporated into the sampling procedures so that the prob- 
ability of selecting a particular corporation was propor- 
tional to the weighted measure of its size and, therefore, 
proportional to the potential impact of its operations on 
the economy. 


To ensure that all sectors affected by the tax mea- 
sures were covered by the survey, sampled elements were 
selected from virtually all Standard Industrial Classification 
(SIC) groups and geographic regions. The sample was selec- 
ted, however, primarily to provide reasonable estimates of 
the impact of the measures at the all-Canada level. There- 
fore, while sectoral and regional estimates of the impact of 
the measures would be possible, such estimates would not 
be statistically reliable and have not been attempted here. 


Based on the sample selected by Statistics Canada, a 
total of 1,014 questionnaires was mailed to manufacturing 
and processing firms in Canada on July 9, 1974. Except for 
those firms which had gone out of business or indicated 
that the tax measures did not apply to their operations, all 
firms in the PPS sample from the interim i) were 
included in the final survey sample. 


An interview was requested of the chief executive 
officer of about 300 companies, primarily to substantiate 
the relationship between the tax measures and decisions 
taken or contemplated. As in the case of the interim survey, 
the interviews were conducted by personnel from the non- 
profit organization known as Canadian Executive Service 
Overseas (CESO), which has carried out similar interview 
assignments for various federal government departments. 
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Interview reports were submitted to the Secretary of 
the Tax Measures Review Committee, and these results are 
included in this report as discussed below. In a few cases, 
government officials associated with the Tax Measures 
Review Committee accompanied CESO consultants to 
obtain a more complete understanding of the nature of the 
responses to the interviews. 


Based on the results of the survey, this report dis- 
cusses the effects of the tax measures in terms of 


(i) | the impact on the operations of respondents to 
the survey, 


(ii) the impact on the total manufacturing and pro- 
cessing sector, and 


(iii) the general impact of the tax measures. 


The first section, covering the survey results, summarizes 
data obtained from questionnaires, such as the total 
amount of new investment which would be undertaken by 
respondents as a direct result of the tax measures. In the 
second section, the direct impact of the measures on the 
over-all manufacturing and processing sector in Canada Is 
estimated by projecting the sample results. The final section 
discusses the possible overall effect of the measures. 


Qualitative judgments on the measures’ impact on 
firms’ operations were received in the form of written com- 
ments on returned questionnaires and in the interview 
reports submitted by the CESO consultants. This qualita- 
tive information is summarized in Appendix 2 and selected 
references are made to it throughout the text of this review. 


SURVEY RESULTS 


Questionnaires were mailed to a total of 1,014 firms, 
and replies were received from 683 firms or more than 67 
per cent of the sample. These returns provided data on a 
total of 1,288 companies, as a number of questionnaires 
were completed by parent firms which also reported for 
their subsidiaries. In 1973, these firms accounted for 
employment of 869,924, fixed assets with a net book value 
of $15.1 billion, and sales of $44.8 billion, including export 
sales of $11.3 billion. 


An analysis of various characteristics confirmed that 
the respondent firms comprised a cross-section of the 
manufacturing and processing sector as a whole. For exam- 
ple, 30 per cent of respondents had up to $5 million in 
domestic sales in 1973, 45 per cent between $5 million and 
$50 million, and 25 per cent realized more than $50 million 
in domestic sales in that year. With respect to total employ- 
ment in 1973, 46 per cent employed up to 250 people, 29 
per cent employed between 250 and 1,000 people, and 25 
per cent had over 1,000 employees. 


In any business survey of this type involving large 
amounts of data, some element of judgement and uncer- 
tainty is involved. As noted previously, every effort was 
made to ensure that the questionnaires would be as objec- 
tive as possible, and interviews were conducted with some 
300 firms to verify their responses to the questionnaire. In 
addition, a comprehensive monitoring of incoming ques- 
tionnaires, including computer data checks, was carried out 
to provide a check for possible data inconsistencies and 
anomalies. 


IMPACT OF THE TAX MEASURES 
ON RESPONDENTS’ OPERATIONS 


The questionnaire asked for a wide range of informa- 
tion from companies on the impact of the measures on 
their operations. The analysis of returned questionnaires 
indicated that 82.6 per cent of the respondents expected 
the measures to have a positive impact on one or more as- 
pects of their operations. A summary of the proportion of 
the respondents citing various effects is contained in Table 1. 


TABLE 1 


Summary of Effects of the Tax Measures 


% of Respondents 


Improved competitive position! 79.52 
Increased investment 47.3 
Increased employment Boey 
Increased sales 35.4 
Industry sector able to exercise 

price restraint 59.62 
Improved ability to secure external 

financing 41.8 
One or more of the above 82.62 


1 With respect to domestic or foreign sales in the 1972-75 
period or J/ater. 

2 Results not directly comparable with figures in Interim 
Report, asa different scale was used for questions relating 
to competitive position and ability to exercise price 
restraint. Replies in the final survey recorded only mod- 
erate to very important effects. 


1. Competitive Position 


Companies were asked to assess the impact of the tax 
measures on their competitive position in domestic and 
foreign markets for the years 1972-75 and the period 
beyond 1975. As indicated in Table 1, close to 80 per cent 
of companies reported that the tax measures would enable 
them to improve their competitive position.! A detailed 
breakdown of these responses is shown in Table 2. 


1 While the majority of respondents indicated that the tax 
measures were already having an impact on their opera- 
tions, a few indicated that additional time would be 
required to achieve tangible results in certain areas (e.g. 
large investment projects). For purposes of simplifica- 
tion, the text refers to all effects of the tax measures in 
the future tense. 


is 


TABLE 2! 


Impact of the Tax Measures on Competitiveness 


Canadian Market 


Foreign Markets 


Impact 1972-75 Beyond 1975 1972-75 Beyond 1975 
% of Respondents2 

Very strongly 
positive 6.8 8.9 10.2 13.6 
Strongly positive les 23.9 19.3 25.8 
Moderately positive 44.3 40.6 38.6 36.4 
None 31.0 26.6 31.6 239 
Negative 0.0 0.0 0.2 02 
100.0 100.0 100.0 100.0 


1 The percentages in Table 2 and succeeding tables may not add to exactly 100 per cent 


because of rounding. 


2 Percentages relate to responses in each of the respective categories. As shown in Table 1, 
79.5 per cent of respondents reported a positive effect in one or more categories (i.e. in 
either Canadian or foreign markets for either 1972-75 or beyond 1975). 


As indicated in Table 2, the impact of the tax mea- 
sures On Competitive position was viewed as being approxi- 
mately the same in Canadian and foreign markets. For the 
period 1972-75, approximately 68 per cent of respondents 
expected the measures to have a positive impact on their 
competitive position in domestic and foreign markets. 
Beyond 1975, more than 73 per cent expected a positive 
effect in the Canadian market compared with about 76 per 
cent in foreign markets. This suggests that the respondents 
expected the measures to have a stronger impact on their 
competitive position in both domestic and foreign markets 
beyond 1975 than in the 1972-75 period. 


Appendix 2 (Tables 1A and 1B) summarizes the 
reasons cited as to why the tax measures would or would 
not improve a firm’s competitive position. For those firms 
which provided written comments as to the reasons why 
the tax measures would permit them to improve their com- 
petitive position, the primary reason given was that the 
measures would permit an increase in capacity and improv- 
ed financial strength, while the next most frequently men- 
tioned reason was that the measures would permit restraint 
on prices, leading to increased sales. For those firms report- 
ing that the measures were expected to have no impact on 
improving their competitive position, the primary reasons 
given were that the effects were offset by uncertainty sur- 
rounding the continuation of the measures and that the tax 
measures were not significant enough. 
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2. Investment and Leasing 


Firms were requested to indicate whether the tax 
measures had altered their intentions to invest and, if so, 
the value of those investments with respect to machinery 
and equipment and/or buildings and structures, both pur- 
chased and leased. A total of 47 per cent of respondents 
indicated an increase in their investment plans as a result of 
the tax measures. These results are summarized in Table 3. 


Planned investment due to the tax measures, as 
reported by the respondents, was expected to rise steadily 
throughout the period 1972-75. Respondents expected the 
measures to increase their investment purchases by rather 
more than $1.8 billion over this period. Somewhat less than 
$1.5 billion of this increase related to expenditures on 
machinery and equipment, with just under $380 million 
relating to outlays on buildings and structures. The 
increases represent 18.5 per cent and 22.8 per cent respec- 
tively of respondents’ total investment intentions for 
machinery and equipment and for buildings and structures 
over this period. The continuing strong response in 1975 Is 
consistent with the survey of the investment intentions of 
large corporate enterprises undertaken by the Department 
of Industry, Trade and Commerce shortly after the final tax 
measures survey. The Industry, Trade and Commerce 
capital investment intentions survey projected a 39 per 
cent increase in manufacturing investment for these firms 
in 1975. 


TABLE 3 


Increase in Investment due to the Tax Measures 
oe ee re OT Ae Lag ee es eee ee eee 


Purchased Leased 
Machinery and Buildings and Machinery and Buildings and 
Year Equipment Structures Total Equipment Structures Total 


ett ect oe A EO RN ae ee 2S es eee ee So ae 
Millions of Dollars 


i972 38.7 Ue) 50.2 0.4 0.1 0.5 
1973 188.4 709 229.3 0.4 0.8 12 
1974 580.4 146.4 726.8 She 2.4 view 
1975 676.7 150.3 827.0 10.6 i) feo 
Total 1,484.2 379A 1,863.3 16.7 4.6 213 


a ee ee ee en ee en 


An analysis of the impact of the tax measures by size 
of respondent firm also indicated a relatively stronger 
response in terms of increased investment purchases for 
medium and smaller firms. 


The impact of the measures on the leasing operations 
of manufacturing and processing firms was expected to be 
small compared to the effect on purchases. The estimated 
increase of about $21 million in leasing operations repre- 
sents 8.1 per cent of respondents’ total leasing intentions 
over the 1972-75 period. 


A number of firms cited reasons for the changes in 
their investment plans (Appendix 2, Tables 2A and 2B). An 
improvement in efficiency, productivity and volume 
through plant expansion was mentioned most frequently as 
the reason for increased investment due to the measures, 
followed by improved efficiency realized through modern- 
ization or rationalization of existing facilities. For those 
firms which cited reasons as to why the measures were not 
expected to influence their investment decisions, the 
reasons most frequently given were that factors other than 
tax changes dominated investment decisions and that the 
tax measures were not significant enough. 


Firms were also asked to indicate the proportion of 
new investment in machinery and equipment resulting from 
the tax measures which would be directed to improving 
existing operations, expanding the capacity of present 
product lines, or establishing different product lines. Table 
4 indicates that expansion of capacity in existing product 
lines was the predominant response given. 


TABLE 4 


Relative Importance of Type of Investment 
in Machinery and Equipment 


Type of Investment Most Significant 
% of Respondents 


Expansion of capacity in 
present product lines Sor. 


Improvement in existing 
operations 24.9 


Establishment of different 


product lines 16.8 
Other 2.1 
100.0 


Respondent firms were further requested to indicate 
the extent to which they expected the tax measures to 
result in investment in Canada rather than abroad. A total 
of 38 firms indicated that the measures had altered their 
investment intentions in favour of investing in Canada 
rather than abroad. The value of these investments and the 
resulting employment are presented in Table S. 


A comparison of the results of Table 3 and Table 5 
suggests that firms expected that $220 million or close to 
12 per cent of the investment attributed to the tax measures 
in the period 1972-75 would have occurred in foreign coun- 
tries rather than in Canada in the absence of the measures. 
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TABLE 5 


Investment and Employment in Canada Instead of Foreign 
Countries Because of the Tax Measures 


Investment Total Employment 
New Jobs Total New 
Year Purchased Leased Created Employment 
Millions of Dollars 

1972 6,3 -- 34 34 
1973 29.2 - 439 473 
1974 94.7 6 1,912 25555 
1975 89.7 | 3,214 5,599 
Beyond 1975 300.3 3.0 1,859 7,458 
Total 520.2 a 7,458 

of which 1972-75 219.9 0.7 5,599 


NOTE: The “new jobs created’ column shows the number of permanent new jobs 
created each year, while the “total new employment” column shows the cumula- 


tive employment effect. 


3. Employment 


More than 38 per cent of the respondents indicated 
that they intended to increase their employment as a direct 
result of the measures over the 1972-75 period. Firms were 
asked to separate the employment effect into manufactur- 
ing and processing employment and total employment 
directly attributable to the measures. As indicated by the 
results in Table 6, the level of manufacturing and processing 
employment and total employment directly attributable to 
the measures was expected to increase steadily over the 
1972-75 period. Annual job creation was expected to peak 
at more than 11,000 in 1974, but to continue at a signifi- 
cant level in 1975. Total new employment expected to be 


created by the end of the period as a result of the tax 
measures was about 32,500. This compares with total 
expected average annual employment for the responding 
companies of more than 925,000 in 1975. In terms of addi- 
tional man-years of employment over the four-year period, 
the expected effect of the tax measures would be in the 
order of 67,000. An analysis of the survey results indicated 
that, on average, the employment impact was expected to 
be relatively stronger for medium and smaller firms. 


A comparison with Table 5 suggests that about 5,600, 
or approximately 17 per cent of this new employment 
would otherwise have taken place in other countries. 


TABLE 6 


Employment as a Result of the Tax Measures 


Manufacturing 


& Processing Employment 


Total Employment 


New Jobs Total New New Jobs Total New 
Year Created Employment Created Employment 
1972 2,328 2,328 2,591 Bat 
1973 7,043 9371 7,980 10,571 
1974 9,500 18,871 ne PS Pils: 21,947 
1975 8,716 27,587 10,592 32,539 
Total 27,587 32,539 


4. Sales 


More than 35 per cent of the respondents expected to 
increase their domestic and/or export sales over the period 
1972-75 as a result of the tax measures. As shown in Table 
7, the total increased sales attributable to the measures over 
the four-year period were estimated to be more than $1.5 
billion in Canada and approximately $1.1 billion abroad. 
These increases represent 1.2 per cent and 2.2 per cent 
respectively of the total value of respondents’ anticipated 
domestic and export sales for the period 1972-75. The 
impact of the measures on both domestic and export sales 
was relatively larger for medium and smaller size firms. 


TABLE 7 


Domestic and Export Sales 
Attributable to the Tax Measures 


Year Domestic Export Total 
Millions of Dollars 

1972 62.1 19.5 81.6 

1973 242.9 1229 365.8 

1974 501.7 387.1 888.8 

1975 754.8 540.9 1,295.7 

Total 1,561.5 1,070.4 2,631.9 


Firms were also asked to assess the impact of the tax 
measures on their ability to compete against imports and in 
creating higher demand for their products from other 
Canadian manufacturers. Some 52 per cent of respondent 
firms expected the tax measures to improve their ability to 
compete against imports in domestic markets during the 
1972-75 period. Higher demand from other Canadian 
manufacturers during the same period was anticipated by 
about half of the firms. 


5. Prices 


To determine the effect of the tax measures on the 
pricing policies of manufacturing and processing industries, 
companies were asked to assess the impact of the tax 
measures on their industry’s ability to reduce prices or 
moderate price increases by absorbing increases in costs 
over the 1972-75 period. As illustrated in Table 8, the 
survey results suggested a moderate to very important 
effect on the ability to exercise price restraint for 60 per 
cent of the sample. Similarly, the results suggested an 
important to very important effect for 22 per cent of the 


sample. 


TABLE 8 


Impact of the Tax Measures on 
the Ability of Respondents’ Industry 
to Reduce Prices or Moderate Price Increases 


% of Sample 


Very Important 55 
Important 16:5 
Moderate 31.0 
None 40.4 

100.0 


Firms were asked to explain the influence which the 
measures would have on their pricing policies. Appendix 2 
(Table 3A) summarizes the reasons advanced to explain 
why the measures would facilitate price restraint. About 56 
per cent of the responses cited the impact of the measures 
in partially offsetting rising costs, while some 28 per cent 
reported that the increased investment due to the measures 
would result in productive efficiencies which would in turn 
allow price increases to be moderated. For those firms 
which indicated that the measures were expected to have 
no direct influence on their ability to exercise price res- 
traint, the reasons most frequently given (Appendix 2, 
Table 3B) were that their prices were set by supply and 
demand forces in world markets or that they were tempo- 
rarily in a loss position and thus unable to take advantage 
of the tax measures at this time. 


Firms were also asked to estimate the percentage, if 
any, by which the expected level of 1975 prices would 
differ from the level which would have prevailed in the 
absence of the tax measures. On average, those firms which 
indicated that the tax measures would have a positive 
impact on their ability to exercise price restraint expected 
prices to be approximately 1.8 per cent lower in 1975 than 
they would have been in the absence of the measures. It 
should be noted, however, that this result reflects a sample 
average, and therefore cannot be directly compared with 
official price indices, which are weighted averages of differ- 
ent samples. 


Price increases have been pervasive in the manufactur- 
ing and processing sector in the past few years, particularly 
in terms of the prices firms have had to pay for raw mate- 
rials and supplies. As indicated below, the wholesale price in- 
dex for 30 industrial materials increased by more than 84 per 
cent from 1971 to June, 1974, compared with about 40 per 
cent for the all manufacturing industry selling price index. 
While a direct comparison is not possible, this is not incon- 
sistent with the survey estimates of price restraint and with 
the survey result that manufacturing and processing firms 
are, at least in part, using the benefits of the tax measures 
to offset increasing costs, although there are, of course, 
numerous other factors which also affect final selling price. 
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1971 1972 
Industry Selling 
Price Index! 121.6 127.4 
Wholesale Price 
Index for 30 
Industrial Materials! 266.9 299.5 
GNE Implicit 
Price Index2 129.8 132.4 


June Dec. June % 


1973 1973 1974 Increase 
141.0 152.0 169.9 39:7 
372.9 463.9 491.8 84.3 
136.3 141.8 Poel 16.4 


1 Statistics Canada Catalogue 62-002, Prices and Price Indexes — September, 1974. 
2 Statistics Canada Catalogue 13-001 National Income and Expenditure Accountants — 


2nd Quarter, 1974. 


6. External Financing 


Companies were asked if the tax measures would have 
an effect on their need for and ability to secure external 
sources of funds. As shown in Table 9, about 35 per cent of 
the respondents expected a decreased need for external 
funds as a result of the tax measures, and nearly 42 per cent 
expected that their ability to secure funds external to their 
operations would be enhanced as a result of the tax mea- 
sures. Some 17 per cent of the respondents expected an 
increased need for external funds, and less than one per 
cent anticipated that their ability to secure external finan- 
cing would be reduced. 


TABLE 9 


Effect of the Tax Measures on Need for and 
Ability to Secure External Funds 


Need for 
External Funds 


Ability to Secure 
External Funds 


% of Respondents 


Increased 19-6 41.8 
Decreased 35.4 0.5 
No Change 47.6 57.6 

100.0 100.0 


Appendix 2 (Table 4) shows that the reason most 
frequently given for a decreased need for external funds as 
a result of the tax measures was an improved internal cash 
flow position. Among respondents who anticipated an 
increase in the need for external funds the main reason was 
that internally generated funds would not be sufficient to 
finance new projects or projects which had been advanced 
in time because of the tax measures. As shown in Table 5A 
of Appendix 2, improved profitability or cash flow was 
cited most frequently to explain why the measures would 
help a firm raise external funds. 
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7. Distribution of Earnings 


To assess the use of the increased cash flow made 
available by the tax measures, firms were asked what per- 
centage of their earnings had been distributed to share- 
holders in the years 1968-72, and whether they expected 
these percentages to increase, decrease, or remain 
unchanged during the period 1972-75. The replies to these 
questions are tabulated in Tables 10 and 11. 


TABLE 10 


Distribution of Earnings 


Proportion of 
Respondents having 
Distributed no 
Earnings 


Average Annual 
Level of 
Distribution 
by Respondents 


Year % of earnings % of respondents 
1968 22.6 Al 

1969 21.4 58.4 

1970 PH 58.9 

1971 26.5 58.3 

T1972 23,1 56.1 
1968-72 24.3 47,21 

1973 127 56.0 


1 Percentage of respondents reporting no distribution of 
earnings in any of the five years 1968 to 1972. Other 
figures in the column indicate percentage of respondents 
not distributing earnings in a particular year. 


As shown in Table 10, on an annual average the 
respondents distributed nearly 25 per cent of their after-tax 
earnings to shareholders over the period 1968-72. About 47 
per cent of respondents distributed no earnings at all to 
shareholders in any year during this period. 


TABLE 11 


Change in Distribution of Earnings 
for 1972-75 Compared with 1968-72 


% of respondents 
Increase WS 
Decrease 22.8 
No Change Sox 
100.0 


In the 1972-75 period, as shown in Table 11, approxi- 
mately 56 per cent of respondents expected no change in 
the average annual distribution of earnings. The remainder 
were about evenly divided between those anticipating an 
increase in distribution of earnings over the 1972-75 period 
as compared with the earlier period and those anticipating a 
decrease. 


Appendix 2 (Tables 6A, 6B and 6C) shows the 
reasons given for the intentions of firms with respect to 
their distribution of earnings in the period 1972-75. For 
those firms expecting to increase the distribution of earn- 
ings in 1972-75 compared with the pre-tax measures 
1968-72 period, the reasons most frequently given were 
that dividend payments would either commence or increase 
due to the maturing of the firm. The reason most fre- 
quently cited for decreasing dividend payments was a desire 
to finance expansion and capital requirements from internal 
earnings. Those firms which anticipated no change in their 
dividend payments most frequently cited a company policy 
of distributing either no earnings or a target percentage of 
earnings. 


8. Future Projects 


To provide some indication of the effect of the tax 
measures On economic activity in the future, companies 
were asked if there were any large projects which would be 
affected by the tax measures but which could not be under- 
taken before 1976. A total of 126 firms indicated there 
were such projects, and the value of these investments and 
the employment expected to be created as a result is shown 
in Table 12. 


As indicated by the table, the total value of these 
investments is expected to be about $4.3 billion, and antici- 
pated permanent employment to be almost 23,000 new 
jobs. The majority of these projects were in primary 
resource processing industries and the types of project most 
frequently mentioned were new plant facilities and expan- 
sion and modernization of existing operations. It should be 
noted that Table 12 shows firms’ estimates of future pro- 
jects which will be affected by the measures, rather than an 
estimate of projects directly attributable to the measures. 
The measures may accordingly be only one of many factors 
in deciding whether ic proceed with these projects. For this 
reason the results in Table 12 cannot be directly compared 
with the other survey results, which indicate the economic 
impact directly attributable to the measures. 


The following section of the report presents an esti- 
mate of the direct impact of the tax measures on the over- 
all manufacturing and processing sector in Canada based on 
a projection of the survey results. 


TABLE 12 


Value of Future Large Projects Which Will be 
Affected by the Tax Measures 


Year of 
Commencement Value of Permanent 
of Investment Investment Employment 
New Jobs Total New 
Created Employment 
$ Millions 
1976 2,290,0 13,930 13,930 
1977 1,190.0 5,070 19,000 
1978 460.0 2,910 21,910 
1979-82 30.0 410 22,320 
No Date Specified 300.0 430 22,750 
Total 4,270.0 22,750 
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IMPACT ON THE MANUFACTURING 
AND PROCESSING SECTOR 


The direct impact of the corporate tax measures on 
the total manufacturing and processing sector was 
estimated by projecting the Probability Proportional to Size 
(PPS) sample results. A weighting index was constructed 
from a composite of firms’ assets, sales, profits, equity and 
taxable income, employing the conservative assumption of 
a zero effect of the tax measures on firms in the PPS sample 
which had not responded to the survey. This assumption 
was confirmed by the results of a follow-up survey of a 
random sample of non-respondent firms. The principal 
conclusion of the follow-up survey was that the tax 
measures were expected to have only a very small impact or 
no impact on these firms. The assumption with respect to 
non-respondent firms is consistent with the approach taken 
in the Interim Report. 


The following sections present estimates of expected 
increases in investment, employment and sales as a result of 
the tax measures for the manufacturing and processing 
sector as a whole. These estimates are then compared with 
published Statistics Canada data for total manufacturing 
activity over the period 1972-74. The comparison, however, 
is necessarily only an approximate one, since the tax 
measures results are estimates of the expected impact on 


the manufacturing and processing sector according to the. 


definition used for tax purposes,! whereas published data is 
available only for manufacturing industries as recorded by 
Statistics Canada. The definitions are similar, but not 
identical. In addition, the published figures include both 
census and sample-based information, and the techniques 
used to derive them differ from those used in the tax 
measures survey. Caution should accordingly be exercised 
in interpreting any such comparison. 


1. Investment 


As shown in Table 13, the survey results suggested 
that in terms of additional investment in the manufacturing 
and processing sector, the impact of the tax measures might 
be in the order of rather more than $2.5 billion over the 
period 1972-75. Somewhat less than $2 billion of this 
additional investment consisted of expenditures on 
machinery and equipment, while the balance represented 
increased expenditure on buildings and structures. More 
than 80 per cent of the additional investment was projected 
to take place in 1974 and 1975. 


1 Thé definition of manufacturing and processing activities 
which qualify for the reduced rate of corporate taxation 
is given in the Dept. of National Revenue, Taxation 
Interpretation Bulletin IT-145 of February 5, 1974. 


TABLE 13 


Direct Impact on Investment in the 
Manufacturing and Processing Sector 


Additional Additional 
Investment Investment Total 
in Machinery and in Buildings and Additional 
Year Equipment Structures Investment 
Millions of Dollars 
1972 70 20 90 
1973 300 110 410 
1974 740 240 980 
1975 880 210 1,090 
Total 1,990 580 2,570 
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Additional investment attributable to the tax 
measures can be compared with total investment in 
manufacturing for those years for which comparable figures 
are available. The qualifications already noted apply with 
respect to the appropriate nature of the comparison. 


It should be noted that available figures for manufac- 
turing investment cover total investment, including normal 
replacement of the existing capital stock. A more meaning- 
ful comparison might be between investment attributable 
to the tax measures and net new investment (i.e. that por- 
tion of investment representing a net addition to the capital 
stock). Figures were not available on this basis, however, 
and such a comparison could not be made. 


The comparison with total investment in manufac- 
turing is shown in Table 14 for the years 1972-74. Invest- 
ment attributable to the tax measures for these years was 
just under $1.5 billion, compared to rather more than 
$11.5 billion in total investment by the manufacturing 
sector during the same period. For machinery and equip- 
ment, the comparison is between about $1.1 billion for the 
estimated tax measures effect and somewhat more than 
$8.3 billion for total manufacturing. In the case of buil- 
dings and structures, some $370 million was estimated as 
attributable to the tax measures, whereas the manufacturing 
sector total over the same years was a little more than 
$3.2 billion. 


TABLE 14 


Total Investment in Manufacturing Compared with 
Estimated Tax Measures Impact on Investment 


Machinery and Equipment 


Buildings and Structures 


Total Investment 


Total Investment Total Investment Total 
for Attributable for Attributable for Attributable 
Year Manufacturing ' to Tax Measures“ Manufacturing’ to Tax Measures Manufacturing ' to Tax Measures 
Millions of Dollars 
1972 2119 70 829 20 2,948 90 
1973 2,683 300 986 110 3,669 410 
1974 3,534 740 1,414 240 4,948 980 
Total 8,336 PU 3,229 370 11,565 1,480 
1 Source: Statistics Canada Daily 11-O07E, February 21, 1975. 
2From Table 13. 
TABLE 15 
Direct Impact on Employment In the 
Manufacturing and Processing Sector 
Manufacturing and Total 


Processing Employment 


New Jobs Total New 
Year Created Employment 
1972 7,990 7,990 
1973 16,160 24,150 
1974 18,150 42,300 
1975 20,150 62,450 
Total 62,450 
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Employment 


New Jobs Total New 
Created Employment 
10,770 10,770 
18,650 29,420 
20,930 50,350 
22,450 72,800 

72,800 


2. Employment 


The estimated effect of the tax measures on employ- 
ment in the manufacturing and processing sector is shown 
in Table 15. Additional employment created by the end of 
the period is shown as close to 73,000, with the strongest 
impact in 1974 and 1975. More than 43,000 of the new 
jobs attributed to the tax measures are recorded for those 
two years. 


Table 16 compares the additional employment 
attributable to the tax measures with published data for the 
over-all level of employment in manufacturing and the 
increase in manufacturing employment over the base year 
1971. Additional new employment attributable to the tax 
measures of rather more than 50,000 by 1974 compares 
with a total increase in employment in manufacturing of 
229,000 over the period 1972-1974. 


TABLE 16 


Total Employment in Manufacturing Compared with 
Estimated Tax Measures Impact on Employment 


Average Annual 
Employment in 


Year Manufacturing ! 
oy 1,795,000 
a2 1,857,000 
1973 1,968,000 
1974 2,024,000 


increase in 
Employment in 
Manufacturing 


Total New 
Employment 
Attributable to Tax 


Measures 

62,000 10,770 
173,000 29,420 
229,000 50,350 


1 Source: Statistics Canada Catalogue 71-001, The Labour Force January, 1975. 


2Over the base year 1971. 


3From Table 15. 


TABLE 17 


Direct Impact on Domestic and Foreign Sales in the 
Manufacturing and Processing Sector 


Additional 
Domestic 
Year Sales | 


Additional Total 
Export Additional 
Sales 1 Sales 1 


Millions of Dollars 


1972 120 
1973 500 
1974 1,000 
1975 1,540 
Total 3,160 


1 Over the base year 19717, 


40 160 
230 730 
580 1,580 
810 2,350 

1,660 4,820 


ee SS SS ee 
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3. Sales 


Table 17 shows the estimates for the total manu- 
facturing and processing sector of increased domestic and 
export sales attributable to the measures. These results 
indicate an increase of more than $2.3 billion in the annual 
level of sales by 1975, and $4.8 billion in additional sales 
over the period as a whole. More than $3.1 billion, or about 
66 per cent, represents domestic sales, with rather more 
than $1.6 billion in expected export sales. 


Tables 18 and 19 compare these estimates with 
published figures for total manufacturing shipments for the 
period 1972-74. The estimated change in the annual level of 
domestic sales attributable to the tax measures of about $1 
billion by the end of the period compares with total 
domestic shipments by the manufacturing sector in 1974 of 
about $52.1 billion and an over-all increase in the annual 
level of domestic sales of about $14.8 billion. With respect 
to total domestic sales, just over $1.6 billion was estimated 
as attributable to the tax measures, compared to total 
shipments of about $141 billion over the period, and an 
over-all three-year increase of just over $29 billion. 


In the case of export sales, an estimated change in the 
annual level of export sales attributable to the tax measures 
of $580 million by 1974 compares with total export ship- 
ments of close to $20.6 billion in the same year and an 
over-all change in the annual level of export shipments of 
somewhat less than $7.9 billion by the end of the period. 
Total export sales attributable to the tax measures for the 
period as a whole of $850 million compare with total export 
shipments by the manufacturing sector of about $52.5 bil- 
lion over the same period, and a three-year increase in 
export shipments of $14.4 billion. 


TABLE 18 


Total Domestic Shipments by Manufacturing Sector 
Compared with Estimated Tax Measures Impact on Domestic Sales! 


Increase in Total Domestic Sales 
Total Domestic Domestic Attributable to Tax 
Year Shipments Shipments Measures 
Millions of Dollars 
1971 3h,322 = = 
1972 41,044 Brae 120 
1973 47,879 10;557 500 
1974 52,092 14,770 1,000 
Total 
1972-74 141,015 29,049 1,620 


] Shipments and sales are similar concepts, but are not 


necessarily identical, 


2Source: Statistics Canada Catalogue 31-001, Inventories, 
Shipments and Orders in Manufacturing Industries. 


3 Over the base year 1971. 


4Erom Table 17. 
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TABLE 19 


Total Export Shipments by Manufacturing Sector Compared with 
Estimated Tax Measures Impact on Export Sales 


Total Export Sales 


Total Export Increase in Export Attributable to Tax 
Year Shipments! Shipments2 Measures3 
Millions of Dollars 
1971 12,700 _ Be 
1972 14,445 1,745 40 
1973 17,482 4,782 230 
1974 20,572 7,8) 2 580 
Total 
1972-74 52,499 14,399 850 


1 Source: External Trade Division, Statistics Canada. 


2Over the base year 19717, 
3From Table 17. 


4. Comparison of Interim and Final Survey 
Results 


Estimates of increased economic activity attributable 
to the tax measures in the manufacturing and processing 
sector are shown below alongside the estimates from the 
earlier survey undertaken in mid-1973.2 


Differences were, of course, to be expected, as the 
response of firms to particular tax measures will depend not 
only on the tax measures themselves, but on a number of 
factors such as the over-all climate of expectations, the 
price and availability of equipment and materials, inventory 
positions, and economic conditions abroad. It is, of course, 
difficult to isolate the separate effects of changes in each of 
these other factors, but the possible influence of some of 
the changes can be suggested. 


As already noted, the questionnaire and survey techni- 
ques for the final survey reflected certain modifications 
and improvements based on experience gained from the 
interim survey, and these changes may also account for 
some of the differences in results. 


Table 20 compares the two estimates of additional 
investment attributable to the tax measures. The final total 
estimates are somewhat larger than those based on the 
interim survey, particularly with respect to machinery and 
equipment. Lower estimates for additional investment in 
the earlier years are more than offset by a substantial 
increase in the estimates of the expected investment impact 
for 1975. However, this shift in investment intentions was 
to be expected. High rates of capacity utilization in capital 
goods supplying industries in 1973, and shortages of steel 
and other key materials and supplies, probably meant that 
investment intentions — particularly in 1973 and early 
1974 — could not be realized as quickly or as fully as had 
been expected. This would have resulted in a postponement 


of some investment plans, and a longer completion period 
in other cases.3 Actual investment outlays probably 
changed as the supply situation eased during the course of 
1974. 


In addition, as the final survey was conducted nearly 
one year later than the interim survey, firms had by then a 
firmer idea of their investment intentions for 1975, and this 
increased coverage is being picked up.4 Figures for 1974 
and 1975 probably also reflect somewhat higher expected 
price levels than at the time of the interim survey. The 
differences for 1972 may reflect an initial degree of 
uncertainty as to the effects of the tax measures, and 
possibly a somewhat more conservative approach at the 
time of the final survey to explanations of past behaviour. 


2 This comparison is based on an equivalent group of firms 
(the total manufacturing and processing sector), rather 
than on the sample results presented in the previous 
chapter, since the PPS samples for the two surveys were 
of different sizes, and cannot be directly compared. 


3This is confirmed by the independent results of the 
Surveys of Capital Investment Intentions and Outlays for 
selected large Canadian companies carried out by the 
Dept. of Industry, Trade and Commerce. The results of 
these surveys show that the investment intentions of the 
manufacturing firms surveyed (the same firms are covered 
in each survey) for 1973 tended to decline during the 
course of that year, and actual investment outlays for the 
year were lower than earlier intentions. 

4 This is also confirmed by the Surveys of Capital 
Investment Intentions and Outlays which show that 
investment intentions for 1975 by the manufacturing 
firms surveyed increased substantially between the 
October, 1973 and October, 1974 capital intentions 
surveys. 
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TABLE 20 


Estimates of Direct Impact on 
Investment in Interim and Final Surveys 


Additional Investment in 


Additional Investment in 


Total Additional 


Machinery and Equipment Buildings and Structures Investment 
Interim Final Interim Final Interim Final 
Year Survey Survey Survey | Survey2 Survey | Survey2 
Millions of Dollars 
1972 123 70 41 20 164 90 
1973 404 300 157 110 561 410 
1974 aa 740 242 240 LOl3 980 
1975 490 880 96 210 586 1,090 
Total 1,788 1,990 536 580 2,324 2 S10 


] p. 23, Interim Report. 
2From Table 13. 


Table 21 compares the estimates of new employment 
attributable to the tax measures in the two surveys. 
The final survey figures are lower than those based 
on the interim survey. A principal explanation probably lies 
in the less favourable economic conditions at the time of 
the second survey, which would account for reductions in 
respect of 1974 and 1975. Figures for 1973 and 1974 
probably also reflect the slower completion of investment 
attributable to the tax measures than anticipated in the 
earlier survey. The dates on which new investment could 
enter into production and give rise to increased employ- 
ment and sales were necessarily postponed, with the result 
that some of the previously expected employment effects 
will not be captured until after the period. The reduced 
employment estimates are consistent with the lower 
estimates of domestic sales (see below), and with generally 
less buoyant expectations at the time of the final survey. 


TABLE 21 


Estimates of Direct Impact on 
Employment in Interim and Final Surveys 


New Jobs Created 


Year Interim Survey | Final Survey2 
1972 8,060 10,770 
1973 24,350 18,650 
1974 36,150 20,930 
1975 25,850 22,450 
Total 94,410 72,800 


Ip, 24, Interim Report. 
2From Table 15. 
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Table 22 compares estimated additional sales 
attributable to the tax measures. The estimates of 
additional export sales are similar, except for the somewhat 
weaker estimate for 1975 in the final survey. This was to be 
expected in view of the considerably reduced growth 
prospects at the time of the final survey for countries to 
which Canada exports. 


The considerable reduction in the estimates of 
additional domestic sales in the final survey would also 
appear to be due largely to the less favourable prospects at 
the time of the final survey for continued economic growth 
in 1974 and 1975. Reduced expectations of sales volume 
are traditionally one of the first areas reflecting lower 
expected economic growth. 


Shortages of certain raw materials, key components, 
spare parts and some labour skills may also have con- 
tributed to reduced output during part of this period, and 
therefore to an inability to meet earlier sales expectations. 
Differences for 1972, as already noted, may in part be the 
result of initial uncertainty as to the immediate effects of 
the measures. 


An additional factor throughout the period was the 
lower than anticipated realization prior to 1975 of invest- 
ment attributable to the tax measures. To the extent that 
completion dates were postponed for investment due to the 
tax measures, there will have been a resulting reduction in 
the corresponding output and sales in the years in question. 
The impact on sales tends to follow that on investment, and 
the full impact of the tax measures on sales is, therefore, 
not likely to be captured prior to the end of the period. 


TABLE 22 


Estimates of Direct Impact on Domestic and Foreign Sales, 
in Interim and Final Surveys 
Additional Domestic Sales Additional Export Sales 
Year Interim Survey | Final Survey2 Interim Survey | Final Survey2 


Millions of Dollars 


1972 220 120 20 40 
1973 800 500 200 230 
1974 1,650 1,000 550 580 
LoS 2,610 1,540 1,050 810 
Total 5,280 3,160 1,820 1,660 


1 The domestic and export sales figures for the interim survey are revised estimates. A detailed check of 
interim survey data revealed that some firms had misunderstood the percentage format in which the 
sales questions were presented in the interim questionnaire, and this resulted in an overestimation of 
the sales estimates in the Interim Report. The format of the sales questions was changed in the 
questionnaire for the final survey to prevent this difficulty from recurring. 


2From Table 17. 
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GENERAL IMPACT OF THE TAX MEASURES 


1. General Impact on the Economy 


The over-all effect on the economy of a particular tax 
change can be expected to be rather broader than the 
immediate impact on the sector or sectors directly affected. 
In the case of the corporate tax measures, the total increase 
in investment, employment and output could be expected 
to be somewhat greater than the direct effects on the manu- 
facturing and processing sector because of secondary 
effects, both on the sector itself and on other sectors of the 
economy. In increasing its level of activity as a result of the 
tax measures, the manufacturing and processing sector 
places additional demands on other sectors, including 
material suppliers and the construction and capital goods 
industries. For example, a shipbuilding firm in expanding 
the size of its plant may make use of engineering design 
services and a construction contractor, and may place 
orders with equipment suppliers and suppliers of materials 
such as steel, lumber or glass. A food or mineral processing 
plant in expanding its level of output will require additional 
supplies of primary products, possibly packaging materials, 
and transportation services. Secondary effects result when 
increased investment and employment in supplying indus- 
tries outside of the manufacturing sector are involved. 


Further secondary effects result when the net incre- 
mental income received by those providing the additional 
goods or services to the manufacturing sector, or newly 
employed to produce the higher level of manufacturing 
output and sales, are at least in part spent on additional 
goods and services. These expenditures will produce a 
further effect on investment, output and employment, 
although in some cases it may take a certain amount of 
time for these effects to work their way through the 
economy. 


Attempts were made to gain a broad indication of the 
possible order of magnitude of the various secondary 
effects through the use of the Bank of Canada’s RDX2 
econometric model of the economy. The estimates derived 
from the survey of the effects of the tax measures on 
investment were inserted into the model as additions to 
investment!. The stimulus to sales provided by the mea- 
sures was represented by making explicit allowance — in 
line with the survey results — for the price moderating 
effects of the measures. In response to this price effect the 


model will produce some increase in export sales and some 
substitution of Canadian production for imports; the price 
effect will also tend to increase the volume of over-all con- 
sumer expenditures. The stimulus to sales was represented 
in this way rather than by insertion of the survey based 
estimate of the increase in sales, as there was uncertainty as 
to whether these latter estimates might include “‘secondary”’ 
as well as “direct” effects. It may be noted that the results 
obtained by the procedure followed are considerably 
more conservative than those which would have been 
produced by direct insertion of the total survey sales 
estimates. 


Use of the RDX2 model in this way suggested that 
secondary effects on investment over the period 1972-75 
might equal roughly one-half the direct effects on invest- 
ment in the manufacturing and processing sector, i.e. that 
total investment effects might be about one and one-half 
the direct investment effects for the manufacturing and 
processing sector over this period. By the year 1975, the 
total level of investment in real terms in the economy was 
estimated to be nearly 10 per cent higher than it would 
have been without the measures. 


1 An alternative procedure would have been to use the 
model without reference to the survey results, i.e. change 
corporate tax rates and depreciation allowances and 
allow the model to produce an estimate of the direct 
effects of the tax measures on investment. This proce- 
dure was rejected because the model’s structure does not 
capture two potentially important ways in which the 
measures would affect investment. First, firms’ expecta- 
tions that the two-year write-off would lapse at the end 
of 1974 could be expected to raise the amount by which 
they would increase their investment in 1973 and 1974. 
Secondly, in response to the reduction in “capital costs” 
created by the measures, firms might desire to expand 
sales volume and thus invest to expand their capacity. 
The model’s structure may be viewed as making allow- 
ance for the tendency of the measures to stimulate 
investment related to ‘modernization’ or to a switch to 
more capital intensive techniques of production, but it 
does not make allowance for investment related to the 
desired expansion in future sales which may be induced 
by the measures. 


3] 


The results suggested that the additional level of real 
output attributable to the tax measures would increase 
gradually over the period. Real output was estimated to be 
about one-half of one per cent higher in 1973 and one and 
one-quarter per cent higher in 1975 than it would have 
been in the absence of the measures. With respect to 
employment, the results suggested that the total level of 
employment in the economy would be somewhat more 
than one-quarter of one per cent higher for 1973 and nearly 
one per cent higher by the end of 1975 than it would have 
been in the absence of the measures2., 


2. Revenue Effects of the Measures 


The benefits of the tax measures in the form of 
increased levels of investment, employment, and output 
are, of course, obtained by some direct reduction in govern- 
ment revenues. The direct reduction in revenues, however, 
will be at least partially offset by induced increases in 
corporate and other tax revenues as a result of the higher 
level of economic activity due to the tax measures. 


An estimate of the direct revenue foregone as a result 
of the tax measures was calculated on the assumption that 
the two-year write-off expired at the end of 1974. The 
estimated direct cost of the measures was approximately 
$50 million in 1972, an average of just under $600 million 
in 1973 and 1974, and just under $500 million in 19753. 


The possible implications for induced government 
revenues were tested with the use of the RDX2 analysis 
already referred to. The results should be viewed as approx- 
imate estimates of possible orders of magnitude, because of 
the difficulties already mentioned as regards estimation of 
over-all economic effects. An additional area of uncertainty 
is the exact proportion of manufacturing and processing 
investment in machinery and equipment which will actually 
be claimed at the special two-year write-off rate. Taking 
into account offsetting increases in corporation and 
personal income tax revenues, sales tax revenues and import 
duties, the analysis suggested that the net cost of the 
measures in terms of government revenues might be in the 
order of $30 million in 1972, and approximately $400 
million in each of 1973 and 1974. With the lower direct 
cost in 1975 as a result of the assumed lapsing of the two- 
year depreciation provision at the end of 1974, the esti- 
mates suggested a net cost to government revenues in 1975 
of somewhat less than $200 million. 


3. Longer Term Effects 


While the survey was largely restricted to an assess- 
ment of the impact of the tax measures over the 1972-75 
period, some of the survey results show effects beyond 
1975. Thus, Table 12 indicates a considerable number of 
projects influenced by the measures beyond 1975, partic- 
ularly in 1976 and 1977. Moreover, the strong anticipated 
impact of the measures on investment in 1975, as shown in 
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Table 3 and 13, and the continuing positive impulse given 
to investment in 1976 and 1977, can be expected to boost 
employment and sales in manufacturing in later years. 


Since incentive programs for the manufacturing 
sector had been introduced earlier by many of the countries 
to which Canada exports and which compete in the Cana- 
dian market, the tax measures were partly oriented toward 
reducing the adverse impact such incentive programs would 
have had on the relative competitive position of firms 
located in Canada. In this respect, Table 5 suggests a 
positive influence of the measures in encouraging invest- 
ment and employment in Canada rather than in foreign 
countries, and this influence was expected to last beyond 
1975. In the period 1972-75, $220 million in investment 
was expected to take place in Canada rather than in foreign 
countries as a result of the tax measures; for the period 
after 1975, the comparable figure reported for additional 
investment in Canada rather than foreign countries was 
some $300 million. 


As for the competitive position of the manufacturing 
sector, Table 2 shows that many firms expected an even 
stronger improvement in their competitive position to take 
place after 1975. About 25 per cent of respondents antici- 
pated a strongly to very strongly positive effect on competi- 
tive position in the domestic market in the period 1972-75, 
whereas nearly 33 per cent forecast a similar effect beyond 
1975. In foreign markets, the proportions were 30 per cent 
in 1972-75 and 39 per cent beyond 1975. In both domestic 
and foreign markets, therefore, the competitive position of 
the manufacturing and processing sector was expected to 
improve to a greater extent beyond 1975. This is not sur- 
prising: the increase in investment attributable to the tax 
measures is likely to incorporate the most recent tech- 
nology, and will probably also tend to increase the capital- 
labour ratio in manufacturing, thereby increasing produc- 
tivity. Since many investment projects will not be com- 
pleted before the end of 1975 or later, improvements in the 
competitive position should assert themselves increasingly 
atter 1975: 


2 The total output and over-all employment effects cannot 
be directly compared with the survey-based estimates of 
sales and employment. Sales is not a value-added con- 
cept, whereas output is, and as noted elsewhere the 
survey-based estimates may include secondary as well as 
direct effects. The employment estimates based on the 
survey relate to employment within the respondent 
firms, and therefore are largely related to expected 
increases in output and sales; to the extent that the sales 
estimates include secondary effects, the employment 
estimates may also include secondary elements. 


3 Based on the assumed lapsing at the end of 1974 of the 
two-year accelerated depreciation provision. 


4. Some Additional Considerations 


A survey of experience in the initial two years of 
Operations of the tax measures cannot be expected to 
indicate their full long-term impact. Nor will it be easy to 
estimate these long-run effects in the future, since they will 
interact with factors such as international cyclical move- 
ments and the increase in petroleum prices to produce 
complex changes in the economy. A number of other data 
sources nevertheless confirm the trends evident in the 
survey conducted for this report. 


The corporate tax measures which are the subject of 
this review were introduced at a time when investment in 
the manufacturing and processing sector was growing rela- 
tively slowly, despite a general cyclical expansion in the 
economy..In 1961 dollars, investment in manufacturing was 
almost the same in 1972 ($2,131 million) as it was in 1967 
($2,125 million). However, real investment in manufac- 
turing rose by 18.8 per cent between 1972 and 1973, and 
by 20.1 per cent between 1973 and 1974. Moreover, the 
most recent ‘‘Survey of Public and Private Investment 
Intentions” indicated that manufacturing investment in 
current prices was expected to be 22.3 per cent higher in 
1975 than in 1974. 


The improvement in the manufacturing sector of the 
economy in the last few years is also reflected by employ- 
ment data. In the 1966-71 period, new job creation in 
manufacturing accounted for only 5.5 per cent of total new 
employment. However, the share of manufacturing in total 
new jobs created increased to 24.8 per cent in 1972, 25.8 
per cent in 1973 and 14.8 per cent in 1974, and it should 
be noted that 1973 and the early part of 1974 witnessed 
record increases in total employment. 


These general economic data tend to confirm the 
results of the survey conducted for this report, and also 
suggest that in the longer-term the impact of the tax mea- 
sures is likely to be in keeping with the initial expectations, 
and with the objectives which were referred to at the begin- 
ning of this report. 
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CONCLUDING COMMENTS 


This Final Report of the Tax Measures Review Com- 
mittee was based on information collected from a survey of 
more than 1,000 manufacturing and processing firms 
selected from 145 standard industrial classification groups, 
and virtually all geographic regions of Canada. The ques- 
tionnaire and interview techniques used in the survey were 
designed to provide as objective as possible an assessment of 
the impact of the tax measures on the operations of manu- 
facturing and processing firms. A number of firms stated 
that the measures would have no effect on their operations, 
and suggested reasons why this was the case, but the major- 
ity indicated that the tax measures were having a significant 
positive impact on their operations. 


The tax measures were expected to have a favourable 
effect in terms of improving the competitive position of 
manufacturing and processing firms in both domestic and 
foreign markets, and respondent firms expected this impact 
to be somewhat stronger in the period beyond 1975 than in 
the 1972-75 period. The improvement in operating environ- 
ment and competitive position was supported by the signifi- 
cant share of the investment and employment attributed to 
the tax measures which firms indicated would have taken 
place in foreign countries rather than in Canada in the 
absence of the measures. 


The survey indicated that the tax measures would 
result in significant increases in the level of economic activ- 
ity. Total additional investment of rather more than $2.5 
billion in the manufacturing and processing sector was 
expected as a result of the tax measures over the period 
1972-75, while nearly 73,000 new jobs were estimated to 
be created by the end of 1975. An analysis of the survey 
data indicated that the impact of the tax measures on 
investment, employment and sales was somewhat stronger 
for medium-sized and smaller firms than for larger firms. 


The survey also suggested a positive effect on the 
ability to exercise price restraint for 60 per cent of the 
sample. More than one-half of the respondents cited the 
impact of the measures in partially off-setting rising costs, 
while some 28 per cent reported that the increased invest- 
ment due to the measures would result in productive effi- 
ciencies which would in turn allow price increases to be 
moderated. 


About 35 per cent of respondent firms felt that their 
need for external funds would be decreased as a result of 
the tax measures, while nearly 42 per cent felt that their 
ability to secure external funds would be improved. 


The estimated impact of the tax measures on the 
manufacturing and processing sector was somewhat smaller 
than the estimates in the Interim Report, except for the 
investment results, which were approximately the same for 
the period as a whole. Somewhat reduced estimates were, 
however, to be expected in view of the rather less favour- 
able current economic conditions and prospects at the time 
of the final survey, and the unforeseen delays in realizing 
investment intentions reported in the interim survey. 


The over-all effect on the economy of the tax mea- 
sures was expected to be somewhat greater than the direct 
effects on the manufacturing and processing sector, because 
of secondary effects on both the manufacturing sector itself 
and other sectors of the economy. An analysis of the total 
economic impact of the tax measures suggested that the 
total real investment effects might approach a level approxi- 
mately one and one-half times the direct investment effects 
on the manufacturing and processing sector, and that the 
level of real output in the economy might be perhaps one 
and one-quarter per cent higher by the end of 1975 than it 
would have been in the absence of the measures. 


The survey results suggested that, in addition to 
having a significant impact on manufacturing and _ pro- 
cessing firms over the period 1972-75, the tax measures 
were expected to have important longer-term effects in 
terms of strengthening the operating environment and com- 
petitive position of the manufacturing and processing 
sector. The strong investment response indicated by the 
final survey for 1974 and 1975 also suggested continuing 
increases in output and sales and accompanying employ- 
ment after 1975. 
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APPENDIX 1 


TAX MEASURES REVIEW COMMITTEE 
NOTE 


The tax measures which were implemented in July, 1973 comprise a 
reduction of the corporate tax rate on manufacturing and processing profits 
from 49% to 40% (25% to 20% for small business) effective January 1, 1973 
and a two-year capital cost allowance on machinery and equipment acquired 
between May 8, 1972 and December 31, 1974. 


The information requested in this survey is intended to assist in 
eviluating the economic impact of the tax measures on manufacturing and 
processing industries. This information will be treated with the highest degree 
of contidentiality. No information relating to individual companies, including 
the names of the firms surveyed, will be available to anyone other than 
officials associated with the work of the Tax Measures Review Committee. 


Any inquiries related to this survey should be directed to the Secretary, 
Tax Measures Review Committee, telephone collect (613) 992-8664, or (613) 
995-6227, Ottawa. 


INSTRUCTIONS 


1. Please return the completed questionnaire within 30 days of its receipt. 
Completed forms should be sent to: 


Secretary, Tax Measures Review Committee, 
Government of Canada, 

Tower B, Place de Ville, 

Ottawa, Ontario. K1A 0H5 


2. Complete the questionnaire with respect to your company and any 
Canadian-based affiliates whose activities include manufacturing or process- 
ing and whose results are reported by your company. 


3. In the event that your company is part of a multi-company group and the 


information requested from your company would normally be provided 
by your parent company, do not complete the questionnaire; rather, 
forward it to your parent company for completion. In addition, please 
complete the attached reply card and return it to the Secretary of the Tax 
Measures Review Committee. 


4. If you are reporting for a multicompany group, list in the space provided 
the complete legal names of those companies for which you are reporting. 


5. If your company is not involved in manufacturing or processing, return the 
uncompleted questionnaire indicating therein that the measures do not 
apply to your operations. 


6. It is important that all questions be fully completed. If a particular 
question does not apply to your firm indicate this by inserting not 
applicable (N/A) or nil (0), as appropriate. 


7. It would be preferable if information could be provided on a calendar year 
basis. If this is not possible, indicate in the space provided what fiscal year 
period the information will relate to and provide all information on that 
basis, 


8. In questions related to dollar values, express all amounts in terms of 
Canadian dollars at prevailing or at expected prices. 


9. Since executive judgement will be required to answer parts of this 
questionnaire, explanatory comments should be attached where appro- 


priate, 


COMITE D’ETUDE DES MESURES FISCALES 
NOTE 


Les mesures fiscales appliquées en juillet 1973 comportent une réduction 
du taux d’impdt sur le revenu des sociétés dans les secteurs de la fabrication et 
de Ja transformation; ce taux est passé de 49 p. 100 4 40 p. 100 (et de 25 4 20 
p. 100 pour les petites entreprises) 4 compter du 1 janvicr 1973. Ces 
allégements fiscaux comportent également un amortissement sur deux ans du 
matériel et de l’équipement acheté entre le 8 mai 1972 ct le 31 décembre 
1974. 


Les renseignements demandés dans ce sondage ont pour objet d’aider a 
évaluer les répercussions économiques des mesures fiscales sur les industries de 
fabrication et de transformation. Les renseignements que vous nous fournirez 
seront considérés comme hautement confidentiels. L’information relative a 
chaque société y compris les noms des entreprises que nous aurons questionnées, 
ne sera accessible qu’aux fonctionnaires associés au travail du Comité d’étude 
des mesures fiscales. 


Pour toute demande de renseignements au sujet de ce sondage, veuillez 
vous adresser au Secrétaire, Comité d’étude des mesures fiscales, et Jui 
téléphoner frais virés au numéro (613) 992-8664 ou 995-6227 a Ottawa. 


INSTRUCTIONS 


1. Nous vous prions de nous renvoyer le questionnaire rempli dans les 30 
jours de sa réception a l’adresse suivante: 


Le Secrétaire, Comité d’étude des mesures fiscales 
Gouvernement du Canada 

Tour B, Place de Ville 

Ottawa (Ontario) 

K1A 0H5 


2. Veuillez remplir le questionnaire pour votre société et ses filiales situées au 
Canada dont les activités relévent de la fabrication ou de la transformation 
et dont les résultats sont rapportés par votre société. 


3. Si votre société faisait partie d’un groupe de sociétés et que les 
renseignements demandes a votre société seraient normalement fournis par 
votre société mére, veuillez ne pas remplir le questionnaire; envoyez-le 
plut6t a votre société mére pour qu’elle le remplisse. Nous vous saurions 
gré, en outre, de remplir la carte-réponse ci-jointe et de la retourner au 
Secrétaire du Comité d’étude des mesures fiscales. 


4, Si vous fournissez des renseignements au nom d’un groupe de sociétés, 
veuillez inscrire au complet dans |’cspace prévu 4 cet effet, les noms des 
sociétés pour lesquelles vous faites rapport. 


5. Si votre société ne s’occupe pas de fabrication ou de transformation, 
veuillez nous retournez le questionnaire non rempli de maniére a nous 
indiquer que les mesures ne s’appliquent pas 4 vos activités. 


6. Il importe que vous répondiez de fagon complete 4 toutes les questions. Si 
une question particuliére ne s’applique pas : votre société, indiquez-le en 


insérant l’expression sans objet (S/O) ou néant (0), selon le cas. 


7. Il serait préférable que les renseignements fournis s’appliquent 4 une année 
civile. Si ce n’est pas possible, veuillez indiquer dans l’espace prévu 4 cet 
effet 4 quelle période de l’année financiére correspondent les renseigne- 
ments et fournir tous les détails sur la base de cette période. 


8. Lorsque les réponses aux questions doivent étre exprimées en dollars, 
veuillez exprimer tous les montants en termes de dollars canadiens, selon 


les prix courants ou prévus, 


9. Comme il sera nécessaire d’exercer votre jugement d’administrateur pour 
répondre a certaines questions, veuillez joindre des notes explicatives s'il y 
a lieu. 
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Tax Measures Comité d’étude 
Review Committee des mesures fiscales 


iv 


CONFIDENTIAL (WHEN COMPLETED) 
CONFIDENTIEL (UNE FOIS REMPLI) 


A DESCRIPTION OF COMPANY — DESCRIPTION DE LA SOCIETE 
1. Legal Name of Company — Raison sociale 


001 


3. Company official who can be contacted 
regarding thissurvey, 


contacté au sujet de ce sondage. 
003 Name — Nom 
004 Title — Titre 


005 Telephone — Té/éphone n® 


2. Mailing Address — Adresse postale 


002 


Un dirigeant de la société qui peut étre 


4. Give the complete legal names and addresses of 
included in this report, 


006 


the Canadian companies 


Donnez au complet les 


raisons sociales et les adresses des sociétés 
nadiennes comprises dans ce rapport. 


ca- 


5. Nature of business and principal 


Nature de /’entreprise et principaux 
products made in Canada, 


produits fabriqués au Canada. 


007 


: 4 


| 6.(a) Will you report on a calendar 


year basis? 
yes baal oul 


(b) If no, define your fiscal period 


008 


Fournissez-vous les renseignements 
sur la base d’une année civile? 


no non 


Dans la négative, 
exercice financier 


définissez votre 


Da M—M 
009 | 


ao ed 


to/a 
| 


(Da vay Nem YA 
Ea ceras 


7.(a) Net book value of all fixed assets 
in Canada of firm(s) engaged in 
manufacturing and processing for 
which you are reporting. Show 
values as of Dec. 31, 1973, or the 
nearest possible date, 


Valeur nettes de toutes les immobili- 
sations canadiennes des entreprises 
qui s‘occupent de fabrication ou de 
transformation et pourlesquelles vous 
faites rapport. Indiquer /a valeur au 
31 décembre 1973 ou 4a /a date /a plus 
rapprochée. 


8.(a) Value of sales of all products 
from firm(s) engaged in manu- 
facturing and processing in Cana- 


da for 1973. For this question 
only include the value of all in- 
tracorporate sales between the 


Valeur des ventes que les entreprises 
canadjennes qui S’occupent de /a fa- 
brication et de /a transformation ont 
faites pour tous /eurs produits en 
71973. Pour cette question seulement, 
ajouter Ta valeur de toutes les ventes 


firms for which you are reporting, que /es entreprises pour lesquelles 
vous faites rapport ont effectuées 
entre elles. 
eat T cee | 
2 2 : : 010 Outside Sales Intracorporate Sales 
Machinery and Equipment : Bae 
ree i $ 000.00 Ventes a d’autres Ventes entre TOTAL 
Matériel! et équipement sociétés sociétés du groupe 
+ +~ 
Buildings and Structures O11 Inc 015 016 O17 
( anada 
Yi eb de or ay heanine > 000.00 KiREwsE ONE 000.00 |s 000.00 |s 000.00 
—— 
Other (including land) ie 0 Export 018 
Autre (y compris les terres) OEE A Il'étranger |° 000.00 000.00 
Tor 3 021 
TOTAL $ 000.00 TOTAL s 000.00 |$ 000.00 |$ 000.00 
aki 
(b) If not as of Dec. 31/73, indicate Si elle n’est pas arrétée au 31 déc. (b) If not as of December 31, 1973 Si elle n’est pas arrétée au 31 décem- 
date, 7973 indiquer /a date. indicate date, bre 1973, indiquer la date. 
ey D-J 
014 
ee i ee 
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B IMPACT OF TAX MEASURES (comprising effect of accelerated capital cost 


allowance and lower tax rate) 


The following questions ask for your assessment of the direct impact of the 
measures On various aspects of your firm’s activity. Please complete all 


questions, 


REPERCUSSIONS DES MESURES FISCALES (y compris les répercussions de 
l'amortissement accéléré du coat en capital et du taux d’imposition réduit). 

Les questions suivantes visent 4 évaluer /*impact direct des mesures sur les 
divers aspects de /'activité de votre entreprises. Priére de répondre 4 toutes 
les questions. 


1. Assess the impact of the tax measures on the ability of your company(s) to 
improve its Competitive position during 
following markets. Elaborate briefly in a separate note if necessary, 


Evaluez I*impact des mesures fiscales sur votre Capacité 4a améliorer votre 
position concurrentielle pendant les périodes et pour les marchés suivants. 
Expliquez que!que peu dans une note annexée. 


the fol'owing periods and for the 


025 


026 


1 2 3 4 5 
Moderately Strongly Very Strongly 
Negative None Positive Positive Positive 
5 ‘i Négatif Aucun Modérément Fortement Trés fortement 
Period — Période Market — Marché | positif positif | positif 
From May 8, 1972 Canadian 
To December 31, 1975 Canadien ii 
\ as er aa ae Pan ee ee See ee 
Du 8 mai 1972 , Foreign 
jusqu’au 37 déc., 1975 A I’ étranger 
i Canadian 
Beyond 1975 Genadie® 
es 
Aprés 1975 _ Foreign 
A /l*étranger 
| eee eee 
2.(a) Estimate the total value of sales Estimez la valeur totale des ventes | (c) If yes, indicate below the dollar Dans I'affirmative, veuillez indiquer 


either realized or expected of 
manufactured and _ processed 
goods produced in Canada by the 
irm(s) for which you are report- 
ing during the years indicated 
below, (If you are reporting for a 
multi-company group, internal 


ci-aprés la valeur en dollars des ven- 
tes qui peuvent 6tre attribuées aux 
mesures fiscales. Si vos ventes ont 


value of these sales which may be 
attributed to the tax measures, lf 
sales have been reduced as a_ re- 


réalisées ou prévues par l’entreprises 
pour lesquelles vous faites rapport 
portant sur des produits fabriqués et 


transformé au Canada, au Cours des an- sult of the measures, show the diminué par suite de ces mesures in- 
nées mentionnées ci-aprés. (Si vous ne difference between the figures in diquer la différence entre les chiffres 
faites pas rapport pour un groupe de question 2(a) and those which gui figurent 3 la question 2(a) et ceux 
sociétés, nous vous demandons de ne would otherwise have been ex- qui, en d’autres Circonstances, au- 


sales aré not to be included in pas inclure les ventes réalisées par pected with a minus sign. raient pu étre atteints les faisant 
the answers tothis question and les sociétés entre elles dans les ré- précéder du signe moins. 
subsequent questions.) ponses 4 cette question et aux ques- 
tions subséquentes). 
Year In Canada _ Exports 
Year In Canada _ Exports Au Canada A /’étranger 
Année Au Canada A /l’étranger O30 
$ 000.00 
000.00 000.00 
$ 000.00 
000.00 043 . 
000.00 |s$ 000.00 


000.00 000.00 


000.00 


DO NOT USE THIS SPACE — N‘UTILISEZ PAS CET ESPACE 


(b) Have you altered your sales pro- 
of the tax 


jections as a result 


measures? 


037 yes all oui 


1006-4.3 


Avez-vous modifié vos estimés de 
ventes par suite des mesures fis- 


cales? 
no CL) non 
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ee nn a 


3.(a) Estimate the value of NEW or IMPORTED USED fixed assets acquired or 
expected to be acquired by purchase or lease, by the firm(s) for which you 
are reporting, for USE BY THEM IN MANUFACTURING OR PROCESSING in 
Canada during the years indicated below. If the investment goods are 
being built specifically for your f'rm(s) and this will take more than one 
year, please indicate the value of that portion of the investment completed 
in each year. In the section on leasing if the investment goods are not 
being built specifically for your firm(s) please estimate the total value of 
the leased goods and enter that gre for the year in which the investment 
goods are first available to your firm(s). 


Estimez la valeur des biens immeubles NEUFS ou IMPORTES USAGES acquis ou 
devant @tre acquis au moyen d’un achat ou d’une location par le firme (les 
firmes) au nom de laquelle (desquelles) vous faites rapport, pour LEUR PROPRE 
USAGE DANS LA FABRICATION OU LA TRANSFORMATION au Canada, au cours 
des années ci-dessous indiquées. Si les biens d’équipement sont construits 
spécialement pour votre firme (vos firmes) et que leur construction durera plus 
d’un an, veuillez indiquer la part de I’investissement menée & terme au Cours 
de chaque année. Dans la section ayant trait 4 /a location, si les biens d’équi- 
pement ne sont pas construits spécialement pour votre firme (vos firmes), 
veui/lez estimer la valeur globale des biens loués et imputer ce chiffre a fa 
premiére année o0 les biens d’Equipement seront mis 4 la disposition de votre 
firme (vos firmes). 


—— — 
Type of Investment 1972 1973 1974 1975 
Plans d’investissements 
paiva f s 4 : 046 047 048 049 
Ries ese OL NAC netyea neg UtpyLes $ 000.00 |s 000.00 |s 000.00 |s 000.00 
Achat de matérie/ et d’€quipement St 
T 
050 051 052 053 
Purchase of buildings and structures $ 000.00 $ 000.00 | s 000.00 S$ 000.00 
Achat d‘immeubles et de structures | 
Value of leased machinery and equipment y 054 055 056 loss 
Valeur du matérie/ et de $ 000.00 |s 000.00 | $ 000.00 |s$ 000.00 
l‘Equipement loués | 
Value of leased buildings and structures 058 059 060 061 
Valeur des immeubles et des $s 000.00 |s$ 000.00 |$ 000.00 |$ 000.00 
Structures loués | 


(b) Have you altered your investment plans in Canada as a result of the tax 
measures? 
Avez-vous modifié vos plans d’investissement par suite des mesures 
fiscales? 


(c) If yes, using the concepts specified in 3(a) indicate below the value of the 
investments which may be attributed to the tax measures, If investment 
has been reduced as a result of the measures, show the difference between 
the figures in 3(a) and the investment which would otherwise have taken 
place with a minus sign, 


yes no 062 
oui Py non 


Dans !’affirmative, veuillez indiquer ci-dessous, en appliquant les concepts 
précisés 4 Il’alinéa3(a), la valeur des investissements imputables aux mesures 
fiscales. Si Il‘investissement a 6té réduit par suite de ces mesures, montrez la 
différence entre les chiffres qui figurent & la question 3(a) et les investisse- 
ments que vous auriez faits dans d’autres circonstances, les faisant précéder 
du signe moins. 


= 
BY f 
Loar lhe obs hctae 1972 1973 1974 1975 
Plans d’investissements 
Bashi teal abet Gh nee ae 000.00 ne 000.00 tess 000.00 a 000.00 
Achat de matérie/ et d’E€quipement ‘ Y : 
+ 
Purchase of buildings and structures 067 068 063 070 
Achat d’immeubles et de structures = 000.00 |s$ 000.00 | $ 000.00 | $ 000.00 
Value of leased machinery and equipment | 071 1072 | 073 074 
Valeur du matérie/ et de 
Peguspementlouts | $ 000.00 |$ 000.00 | $ 000.00 | $ 000.00 
Value of leased buildings and structures 075 076 077 078 
Valeur des immeubles et des 
structures loués > BES I, | cee 


4.(a) Estimate the average annual level of employment in Canada, as defined by 
the Income Tax Act, either realized or expected in the firm(s) for which 
you are reporting during the years indicated below. As an example, a firm 
which had (on average) a total of 100, 120, 140 and 160 employees 
engaged in manufacturing and processing activities for 1972, 1973, 1974 
and 1975 respectively, would report these figures in (a). 


1972 


ee Ss 
Manufacturing and Processing 079 


Estimez /e niveau moyen annue!l d’emploi au Canada, conformément a /a Loi de 
l’'impét sur le revenu, atteint ou prévu dans /es entreprises pour lesquelles vous 
faites rapport, au cours des années suivantes. Par exemple, une firme qui @ ou 
aura (en moyenne) un total! de 100, 120, 140 et 160 employés qui se sont livrés 
ou se /ivreront & des activités de fabrication et de transformation en 1972, 1973, 
1974 et 1975 respectivement, devrait fournir ces renseignements en répondant 8 
fa section (a). 


1973 1974 1975 


080 081 082 


Employment 
4 
083 084 


Emplois dans les secteurs de la 
1 


Tota! Employment 
Tous les emplois 


fabrication et de /a transformation 
(b) Have you aitered your employment plans as a result of the tax measures? 
Avez-vous modifié vos plans relatifs & Il’emploi par suite des mesures 


fiscales? 
(c) If yes, indicate below the level of employment which has been or will be 
created (+) or eliminated (-) as a result of the tax measures. Answer in 


the same manner as in 4(a). Thus if a total of 2,5, 5, and 5 new permanent 
jobs were estimated to be created in-1972, 1973, 1974 and 1975 respect- 
ively, The respondent would indicate 2, 7, 12 and 17 in the appropriate 
sections of (c). 


085 086 


SS eee 


yes no 087 

oui L] non 
Dans Il’affirmative veuillez indiquer le nombre d’emplois au Canada qui ont été 
ou seront créé (+) ou supprimés (-) comme conséquence des mesures fiscales. 
Répondre de la méme facon que /a question 4(a). Par conséquent, si le répon- 
dant estime avoir créé un total de 2, 5, § et § nouveaux emplois permanents en 
1972, 1973, 1974 et 1975 respectivement, i! devra indiquer 2,7, 12 et 17 dans 
les sections appropriées de (c). 


Manufacturing and Processing 
Employment 

Emplois dans les secteurs de la 
fabrication et de /a transformation 


Total Employment 
Tous les emplois 
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5. With respect to the domestic market, indicate below the relative importance 
of the following elements in the effects of the tax measures on your firms 
sales from 1972-1975. 


Pour le marché national, indiquez |*importance relative des éléments suivants 
en ce qui @ trait aux répercussions des mesures fiscales sur les ventes réali- 
sées par votre ou vos entreprises de 1972 2 1975. 


ee ee eee 
. Moderately Strongly Very Strongly 
Negative None Positive Positive Positive 
Négatif Aucun Modérément Fortement Trés fortement 
positif positif positif 
= : ==: 


096 Ability to improve competitive 
position relative to imports in 


domestic markets, 


Capacité 8 améliorer votre 
position concurrentielle au 
chapitre des importations sur 
les marchés canadiens 


From May 8, 1972 
to Dec, 31, 1975 


Higher expected demand from 
other Canadian manufacturers 
as a result of the tax measures. 


Accroissement prévu de fa 
demande de /a part d’autres 
fabricants canadiens comme 
conséquence des mesures 
fiscales. 


Du 8 mai 1972 
jusqu’au 
31 déc., 1975 


6.(a) As a result of the tax measures, have you changed or do you intend to 
change your plans to invest in foreign countries in favour of investing in 
Canada? 


098 


yes hel oui 


(b) If yes, please complete the following using the concepts specified 
in 3(a). 


Type of Investment in Canada 
Plans d’investissement au Canada 


Purchase of machinery and equipment 100 

Achat de matérie/ et d’équipement . 
105 

Purchase of buildings and structures B 


Achat d'immeubles et de structures 


Value of leased machinery and equipment 
Valeur du matérie/ et de I’équipement $ 
loués 


000.00 


Value of leased buildings and eRe TT 115 


Valeur des immeubles et des structures |$ 
loués 


000.00 


1973 


110 
s 000.00 


Suite aux mesures fiscales, avez-vous changé vos plans en matiére d‘investis- 
sements dans les pays &trangers ou comptez-vous le faire pour investir au 
Canade plutét qu’ail/eurs. 


no ] non 


Dans I’affirmative, veuillez comp/éter les postes ci-dessous en appliquant les 
concepts précisés & I’alinéa 3(a). 


1975 


Beyond — Aprés 


1974 cae 


101 102 
000.00 | S$ 000.00 |$s 000.00 000.00 
107 108 
000.00 |s 000.00 000.00 000.00 


000.00 


(c) New Employment in Canada — Nouve/ Emplois au Canada 


Average annual level of manufacturing 
and processing employment — Moyenne 
annuelle des emplois dans les secteurs 
de la fabricationet de /a transformation 


119 


Average annual level of total 124 
employment 


Moyenne annuel/le de tous /es emplois 


ee 


129 


120 121 
125 126 


(d) Please describe these investments — Veui/lez décrire ces investissements: 


122 123 
127 128 


7. If, as a result of the tax measures, you have increased or intend to increase 
your purchases of machinery and equipment over the period 1972-75, indicate 
below the approximate percentages (to the nearest 5%) of that machinery 
and equipment which is being or will be used for the purposes shown. 


Si, par suite des mesures fiscales, vous avez augmenté ou avez "intention 
d’augmenter vos achats de matériel! et d’équipement au cours de 1972 & 1975, 
indiquer le pourcentage approximatif (4 5 p. 100 prés) de ce matérie/ ou de cet 
équipement qui est utilisé ou /e sera pour les raisons Suivantes; 


PURPOSE — OB8JET 


PERCENTAGE — POURCENTAGE 


1. Improvement of existing operations at current capacity levels 
Amélioration des exploitations existantes aux niveaux actue/s de capacité 


2. Expansion of Capacity in present product lines 
Expansion de la capacité de production des gammes de produits actuelles 


3. Establishment of different product lines 
Création de gammes de produits différents 


4. Other 
Autres 


4] 


(b) If no, when do you 
expect that they will 
be fully integrated in 
your major investment 
plans? 


Avez-vous complétement 
intégré les mesures fis- 
cales 8 vos principaux 
plans d’investissement? 


8.(a) Have the tax mea- 
sures been fully 
integrated into 
your planning for 
major investments? 


el is), 
oui non 


134 


Avez-vous faits des pro- 
jets importants qui seront 
touchés par les mesures 
fiscales mais que vous ne 
pourrez entreprendre avant 


1976? 
Ele 
non 


(c) Are there large projects 
which will be affected 
by the tax measures but 
whichcannot be under- 
taken before 1976? 


Dans la négative, quand 
prévoyez-vous /eur inté- 
gration & vos principaux 
plans d*immobilisation? 


Y-A 


(d) If the answer to (c) is yes, describe these projects — Si /a réponse & la section (c} est dans I’affirmative, veuillez décrire ces projets: 


Completion of 
Investment (Year) 


Date d’achévement 
de I"investissement 


Commencement of 
Investment (Year) 


Date du début de 
l'investissement 


(Année) (Année) oe 
137 138 139 
$ 
142 143 144 
147 
152 
157 
162 
167 
172 


9. If the tax measures are expected to have no effect on sales or investment, or 
employment, please explain: 


187 


Description of Investment 
Description de I’investissement 


ee | aa ee. 

. 

158 159 160 161 
$ 000.00 

163 164 165 166 
$ 000.00 

i 


Value of Permanent Employment 

Investment Expected 

Valeur de Emplois permanents 
l'investissement prévus 


141 


140 

$ 000.00 

145 146 
$s 000.00 


150 151 
$s 000.00 
156 156 
$ 000.C ) 


170 171 
s 000.00 


175 176 


$ 000.00 


Si vous prévoyez que les mesures fiscales ne toucheront nullement les ventes, 
les investissements et les emplois dans votre entreprise, veuillez expliquer: 


10.(a) Assess the impact of the tax 
measures on your industry's abil- 
ity to reduce prices or to moderate 
price increases by offsetting in- 
creases in costs from May 8, 1972 
up to and including 1975. 


Evaluez la portée des mesures fis- 
cales sur la capacité de votre secteur 
industriel & réduire les prix ou & tem- 
pérer la hausse des prix en absorbant 
la hausse des coats du 8 mai 1972 
jusqu’en 1975 inclusivement. 


Very Important 


1 2 3 4 
SR ee Moderate Important 
Aucun Modéré Important Trés important 


(b) If the tax measures will influence Si les mesures fiscales influent sur 
prices in your industry, estimate the les prix dans votre secteur industriel, 
percentage (increase +, decrease —) by veuillez estimer la variation en pour- 
which the expected level of 1975prices centage (hausse + reduction —) entre 
will differ from the level that would /e niveau des prix prévu en 1975, et 
have been attained in the absence of /e niveau qui aurait été atteint, si ces 
the tax measures, mesures n‘avaient pas été adoptées. 


189 es Se ee ea, 


11. Explain what influence the tax measures have had or will have on your 
ee policy from May 8, 1972 up to and including 1975, with examples if 
possible, 


Expliquez qu‘el/le a 6té ou sera I‘influence des mesures fiscales sur la politique 
de fixation de prix de votre société au cours de la période du 8 mai 1972 
jusqu’en 1975 inclusivement et citez des exemples. 


In Canada — Au Canada 


Exports — A /‘étranger 


191 


42 


12.(a) What percentage of your after tax earnings has been distributed to share- Que! pourcentage de vos bénéfices aprés impéts a été distribué aux actionnaires 


holders for the following years? pendant les années suivantes? 
= i 
Annual Average 
1972 1968-72 1973 
Moyenne annue!//e 
196 197 i 198 
% % % % 
(b) How do you expect the average percentage distribution of earnings over Prévoyez-vous que /e pourcentaye annue! moyen des bénéfices distribués de 
the period 1972-75 to compare to the 1968-72 average? 1972 3 1975 sera en comparaison 4 la moyenne de 1968 4 1972? 
[799] Increase Decrease No change 
Accru Réduit Aucun changement 
1 e 3 
13.(a) Have the tax measures been or will they be in any way instrumental in Les mesures fiscales ont-elles influé ou influeront-elles de facon quelconque 
affecting your need for sources of funds external to your companyis), sur vos besoins de recourir 4 des sources de financement extérieures 3 votre 
particularly equity capital and loan funds? société, en particulier le capital-actions et le capital d’emprunt? 
Increased Need Decreased Need No change 
Besoins accrus Besoins réduits Aucun changement 
1 2 3 
(b) Explain — Veui/lez expliquer: 
201 
14.(a) Have the tax measures affected or will they affect you ability to secure Les mesures fiscales ont-elles influ€é ou influeront-elles Sur votre aptitude 4 
sources of funds external to your company(s), particularly Capital and puiser & d’autres sources de financement extérieures 4 votre société, en parti- 
loan funds? culier le capital-actions et le capital d’emprunt? 
Increased Ability Decreased Ability No change 
gal Aptitude accrue ‘es Aptitude réduite Aucun changement 
] 2 <i 
(b) Explain — Veuis/lez expliquer 
203 
15. Please add any further comments, which you consider relevant, on the Veuillez ajouter toute autre observation que vous jugerez utile 8 la description 
impact of the tax measures on your company(s). des r€percussions des mesures fiscales sur votre ou vos sociétés. 
204 


43 


5 
= cee a 


ae oar 


— 


APPENDIX 2 


IMPACT OF TAX MEASURES ON 
MANUFACTURING AND PROCESSING 
OPERATIONS: 

SUMMARY OF QUALITATIVE RESPONSES 


An effort was made to obtain from respondents a 
broad explanation of the underlying reasons for their quan- 
titative replies, and the approach followed was consistent 
with that used in the interim survey. The general instruc- 
tions which accompanied the questionnaire, and the instruc- 
tions related to certain of the specific questions, asked 
company officials to provide explanotary comments or 
otherwise to elaborate on their replies. Through personal 
interviews with executives of nearly 300 companies, a 
better understanding was gained of the impact of the tax 
measures on business operations. The following tables show 
the frequency distribution of qualitative reasons or judg- 
ments advanced to demonstrate why the measures would or 
would not affect the operations of those respondents who 
provided comments. 


QUALITATIVE RESPONSES CONCERNING 
IMPACT OF TAX MEASURES ON 
COMPETITIVE POSITION 


TABLE 1A 


Measures Will Improve 
Competitive Position 


Reason % 


Improve financial strength and increase 
investment capacity 60.1 


Reduce costs and restraint on prices 


resulting in increased sales 2M) 
Other 4.4 
100.0 

TABLE 1B 


Measures Will Not Improve 
Competitive Position 


Reason % 


Beneficial effects offset by uncertainty 
surrounding continuation of tax measures 21.6 


Tax measures not significant enough 20.4 


Company temporarily in a loss carry 
forward position 19.9 


Benefits of measures available to all 
Canadian competitors (presumes no 


significant import competition) 16.6 
Other PAPE 
100.0 
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QUALITATIVE RESPONSES CONCERNING 
IMPACT OF TAX MEASURES ON 
INVESTMENT PLANS 


TABLE 2A 


Tax Measures Will Affect 
Investment Plans 


Reason 


Facilitate plant expansion resulting in 
improved efficiency and volume 


Permit modernization or rationalization 
of existing facilities 


Assist in establishing new product lines 


or increase R & D expenditures 
Other 
TABLE 2B 
Tax Measures Will Not Affect 
Investment Plans 
Reason 


Investment decisions dominated by factors 
other than tax measures (market 
considerations, increasing costs 

of raw materials, etc.) 

Tax measures not significant enough 


Company in tax loss or loss carry forward 
position 


Beneficial effects offset by uncertainty 
surrounding continuation of tax measures 


Other 
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% 


52.0 


100.0 


% 


QUALITATIVE RESPONSES CONCERNING 
IMPACT OF TAX MEASURES ON ABILITY 
TO EXERCISE PRICE RESTRAINT 


TABLE 3A 


Tax Measures Will Permit 
Price Restraint 


Reason 


Measures partially offset increasing 
costs 


Investments resulting from tax measures 
lead to productive efficiencies and allow 
price increases to be moderated 


Prices maintained to improve or maintain 
share of market 


Other 
TABLE 3B 
Tax Measures Will Not Permit 
Price Restraint 
Reason 


Prices set by factors other than tax measures 
(international supply and demand factors, 
escalating costs of raw materials and supplies, 
etc.) 


Company temporarily in a loss position 
Company too small to initiate price changes 
or effect of tax measures insignificant 


relative to sales volume 


Other 


% 


56.1 


28.1 


1 
8.8 


100.0 


% 


195 


100.0 


QUALITATIVE RESPONSES CONCERNING 


IMPACT OF TAX MEASURES ON NEED 
FOR EXTERNAL FUNDS 


TABLE 4 


Tax Measures Will (Will Not) Affect 


Need for External Funds 
Reason 
Need Increased 


Additional working capital required to 
finance new or advanced investment projects 


Other 


Need Decreased 
Improved internal cash flow position 


Other 


No Change 
Financing sources previously established 


— Increased retained earnings sufficient to 
meet investments 


Other 


% 


89.5 
10.5 


100.0 


QUALITATIVE RESPONSES CONCERNING 
IMPACT OF TAX MEASURES ON ABILITY 
TO SECURE EXTERNAL FUNDS 


TABLE 5A 


Tax Measures Will Improve 
Ability to Secure External Funds 


Reason % 
Improved profitability or cash flow position 65.1 
Debt-equity position improved 14.4 


Ability to obtain funds from parent 
companies improved Mee 


Borrowing capacity improved due to 
expanded operations 8.7 


100.0 


TABLE 5B 


Tax Measures Will Not Affect 
Ability to Secure External Funds 


Reason % 


Company’s credit worthiness previously 


established 38.0 
Sufficient funds available | oie 
Effect of the measures is insignificant 26.2 
Other 4.3 

100.0 
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QUALITATIVE RESPONSES CONCERNING 
IMPACT OF TAX MEASURES ON 
DISTRIBUTION OF EARNINGS 


TABLE 6A 


Distributed Earnings Will Increase 
in 1972-75 Compared to 1968-72 


Reason % 


Company is maturing and will commence or 
increase dividend payments P25) 


Company moving out of loss position and 


will commence dividend payments 13:9 
Other 53.8 
100.0 

TABLE 6B 


Distributed Earnings Will Decrease 
in 1972-75 Compared to 1968-72 


Reason % 


Expansion and capital requirements will be 
financed to a greater extent from internal 


earnings 57.4 
As company earnings increase, dividends as a 
percentage of earnings will decrease 16.0 
Other 26.6 
100.0 
TABLE 6C 


Distributed Earnings Will Remain Unchanged 
in 1972-75 Compared to 1968-72 


Reason % 


Company policy or continued rapid growth 


demands reinvesting all earnings 44.8 
Target percentage of earnings distributed 20.2 
Company in a loss position 13.8 
Other alee 

100.0 
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